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Waldheim Talks in Iraq, Saudi Arabia Denied 
AU 2612184390 Vienna ORF Teletext in German 
1809 GMT 26 Dec 90 


[Text] The presidential office today denied a report of 
the Iraqi Army newspaper AL-QADISIYAH according 
to which President Waldheim would possibly travel to 
Iraq and Saudi Arabia for spevial talks at the beginning 
of January. 


It was stressed that these countries are not included on 
the itinerary of Waldheim, who is expected on a three- 
day visit in the Sultanate of Oman on 12 January. 


The newspaper reportedly stressed that Waldheim had 
been asked by the Americans and Europeans to cxamine 
peace talks in the Gulf. 


Vranitzky Says Neutrality No Obstacle in EC 
AU2712115590 Vienna WIENER ZEITUNG 
in German 21 Dec 90 p 1 


[Text] Kleve/Vienna—Chancellor Franz Vranitzky con- 
firmed on Thursday [20 December] that Austria's neu- 
trality is by “no means an ob;tacle” in the event of EC 
entry. In a speech upon awarding the Hans Boeckler 
Prize to EC Commission President Jacques Delors in 
Kleve, he stated that Austria has always interpreted its 
neutrality “as an obligation to make a positive commit- 
ment.” 


For this reason, Austria's neutrality will be able to make 
a “constructive contribution to the new European 
order,” Vranitzky pointed out, taking the speech as an 
opportunity to eliminate “individual miusinterpreta- 
tions” concerning Austria’s attitude toward the EC. 
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The Ausinan Government supports the planned polit- 
ical union as a “positive coniribution to implementing 
the unity of Europe.” Austria will “participate in soli- 
darity™ in the construction of a future European security 
system inside and outside the EC. 


As well as the plans for political union, Austria also 
supports plans for economic and monetary union. 


Vranitzky made it clear that Austria 1s interested in an 
“early and successful conclusion” of the government 
conferences on economic and monetary union and polit- 
ical union, which opened at the summit in Rome on 
Sunday [16 December]. 


Despite efforts to create a European economic area 
between the Eui spean Frec Trade Association and the 
EC, Austria’s primary goal is «arly membership in the 
EC. 


Referring to talks on the European economic area, 
Vranitzky pointed out that the gap between the different 
positions must be narrowed. 


During his speech, the chancellor renewed his support 
for the CSCE summit in Paris in the middle of 
November, stressing that rapid and substantial aid must 
be granted to the East European states. 


Referring to the occasion for his speech—the Hans 
Boeckler Prize 1s awarded for special efforts for employ- 
ees—Vranitzky paid tribute to Delors’ special endeavors 
to ensure the social dimension of the future Europe and 
warned against neglecting the rights of employees in the 
process of integration. 


In his speech, Delors praised the commitment of the 
German trade unions in the construction and further 
development of the EC. When creating a political union 
within the EC, the Commission will try to ensure basic 
social rights, Delors stressed. 














Defense Spokesman on Intercept of Iraqi Ship 
LD2612182590 London PRESS ASSOCIATION 
in English 1720 GMT 26 Dec 90 


[Text] Royal Marines armed with rifles and stun gre- 
nades today helped storm a sanctions-busting ship car- 
ryin, Western peace women on a mercy voyage to Iraq. 
The action came after some of the women passengers 
and crew on the Iraqi-flagged Ibn Khaldoon tried to stop 
a boarding team from the U.S. amphibious ship Trenton 
approaching the bridge. 


“As a safety warning, shots were fired into the air by the 
boarding team. A smoke grenade and a noise-making 
grenade were also exploded,” U.S. Commander Mark 
Newhart told REUTERS. 


The vessel left Algiers on December 4 on a voyage 
organised by the Arab Women’s Union, which said it 
would carry milk and medicine to Irag. Among the 
women peace activists on board are Japanese and West- 
erners, but a Ministry of Defence spokesman said it was 
not known whether any are British. 


Commander Newhart said the ship's Iraqi captain 
reported two women had suffered heart attacks and two 
others had had miscarriages as a result of the operation 
But a U.S. medical officer sent to the ship found no 
evidence of injuries and the captain agreed no medical 
evacuation was needed, he ¢ id. 


Commander Newhart said an American, British and 
Australian inspection team which boarded the Ibn Khal- 
doon found sugar, rice, cooking oil and other cargo 
prohibited under the UN embargo imposed after Iraq's 
invasion of Kuwait. The ship's Captain was given the 
choice of returning to his port of origin or heading for 
another non-prohibited port, and chose the latter, he 
said. The vessel was being escorted to an undisclosed 
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location where the cargo will be unloaded. Commander 
Newhart said the ship ignored repeated requests to stop 
by the Australian destroyer Sydney as it sailed near 
Masirah Island off the coast of Oman. The U.S. boarding 
party abseiled by helicopier on to the deck of the 
11,333-tonne vessel before dawn to force it to stop, he 
said. “As the navy personnel approached the vessel's 
pilot house, a number of the crew and some of the 
women attempted to hold them back and grab their 
weapons,” he said. 


The MOD [Ministry of Defense] spokesman said the 
operation was led by U.S. Marines, with backing from 
British and Australian naval parties. He said: “A party 
from the Royal navy and Royal Marines from HMS 
Brazen assisted in a U.S.-led interception operation off 
Masirah early this morning.” 


Shots Mark End of IRA Christmas Cease-fire 


LD2712034690 London PRESS ASSOCIATION 
in Enelish 0225 GMT 27 Dec 90 


[Text] Police returned fire on terrorists who attacked a 
vehicle checkpoint in Northern Ireland early today [27 
December]. No injuries were reported. The incident 
happened just 20 minutes after the end of the IRA's first 
official Christmas ceasefire for 16 years. 


An RUC [Royal Ulster Constabulary] spokesman said 
terrorists fired several shots at the permanent vehicle 
checkpoint at Annathmartin, County Fermanagh. at 
12:20 A.M. 


“Fire was returned, but there are no reports of any 
injuries. We will be carrying out further investigations 
into the incident,” the spokesman said. 


No terrorist incidents were recorded by the RUC from 
the time the ceasefire came into effect at midnight on 
Sunday [23 December]. 
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Deiails of Nuclear Deals With Iraq Exposed 


AU2712081190 Hamburg DER SPIEGEL in German 
24 Dec 9O pp 69-72 


[Unattributed report: ““Nuclear Help for Saddam 
Husayn?”} 


[Text] Saddam Husayn’s purchasers preferred te buy in 
Germany—and only in the best shops. Investigations by 
DER SPIEGEL have discovered that Siemens subsid- 
iary, Interatom, has had good contacts with the Iraqis. 
The enterprise helped with the « velopment of nuclear 
technology and trained Iraqi personnel. 


The name Ali Abdul Mutalib Ali [as published] is well 
known in the international arms business. For almost a 
decade, this Iraqi citizen has purchased important war 
materiel for Saddam Husayn. 


As economic attache, Ali was stationed in Bonn until 
1987. He developed the Iraqi Embassy on the Rhine into 
an important center for the acquisition of murderous 
hardware. His office was a meeting place for arms 
dealers and managers of large arms companies alike. 


From his branch office at Duerenstrasse, together with 
Saddam's people in London, Ali coordinated the shop- 
ping sprees on the European market. In many documents 
seized by the investigators, the name of Mr. Ali A. Ali 
appears again and again. Western intelligence services 
are on his trail and the Cologne-based Customs Criminal! 
Institute has been warned about him. 


For a certain time the smart Iragi has been entrusted 
with a special duty. With the help of the Baghdad arms 
firm Industrial Projects Company (IPC), he is alleged to 
have promoted Saddam Husayn’s nuclear program. 


Formally, IPC is part of the Industry Ministry, yet the 
management is under control of Husayn Karmil, the 
dictator's son-in-law. From the War Ministry, he orga- 
nizes all armament procurement. Products made in 
Germany are in particularly great demand. 


On 8 April 1989, Karmil’s Ali, together with three 
experts—all three of them graduated scientists—visited 
the center of the German nuclear company Interatom in 
Bergisch Gladbach. Internationally, the Siemens subsid- 
lary 1s regarded as the leading company in the field of 
nuclear technology. Interatom builds reactors and spe- 
cializes in enrichment technology involving uranium, 
which 1s what Baghdad was most interested in. Iraq's 
nuclear company IPC opted for the German nuclear 
company over many other competitors. 


In the summer oi 1989, the negotiators of both sides 
reached an agreement. According to the official version, 
Interatom declared itself ready to help Iraq in the area of 
the construction of industrial pipelines—by supplying 
machinery, know-how, and a special training program. 
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Although this sounds harmless it 1s in reality a highly 
delicate matter. Experts suspect that the Siemens com- 
pany provided important assistance to Saddam Husayn’s 
regime in the area of nuclear technology. Nuclear engi- 
neers from [rag are said to have received expert knowl- 
edge, particularly in the area of uranium enrichment. 


After the deal with IPC, Interatom was intended to supply, 
as a general contractor, highly sophisticated machinery 
and equipment such as helium leak detectors and vacuum 
pumps. The Iraqi engineers, who were trained in Bergisch 
Gladbach, were to be given the opportunity to carry out 
independent tests with these devices. 


Only months after the agreement was concluded, Bonn 
found out about this deal and reacted with great irnita- 
tion. The Foreign Ministry and the Economics Ministry 
agreed to hold a crisis meeting. The management of 
Interatom was summoned to Bonn and was requested to 
halt any “such activities.” In a confidential telex, the 
Foreign Ministry warned that these activities might lead 
to “nolitical complications.” 


Even before this, Genscher’s office briefed the other 
ministries via telex about the sensitive character of such 
deals. “The mere suspicion of the involvement of 
German companies in an Iraqi nuclear arms prograin™ 
was enough to do “considerable damage”™ to the FRG “in 
the area of foreign policy.” 


It is now known that this warning was well founded. For 
many months, since the day when Saddam Husayn’s 
troops invaded Kuwait, there has been growing criticism 
in the United States of German arms deals with Iraq. 


“Our boys in the Gulf,” an angry U.S. senator recently 
stated, “must first fight their way through German 
poison gas fumes so that they can then destroy the 
German nuclear power plants.” 


Saddam Husayn’s nuclear program is based on centrif- 
ugal technology, a speciality of German engineering. In 
the early eighties, Pakistan illegally received this tech- 
nology from German firms. 


In the summer, Economics Minister Helmut Haussmann 
said to a small group of people that “certain components 
and even some system parts” of the Iraqi gas u'trace.- 
trifuge showed “construction features characteristic of 
the various German gas ultracentrifuges.” 


The centrifuges are produced on flow turn machines; three 
such machines were supplied to Baghdad by the H and H 
Metalform company of Drensteinfurt in Muensterland. 
The Iraqis hold a 50-percent share in this company. 


Former MAN Technology engineers Walter Busse and 
Bruno Stemmler, two specialisis in centrifuges, worked 
as technological advisers to Iraq in the eighties. They 
have a lot of expert knowledge since their former 
employer set up an assembly plant for centrifuges in the 
city of Gronau in Westphalia in 1979. 
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The Americans and the Israelis follow with particular 
distrust the activities of German business people in Iraq. 
Recently, the CIA reported that less than two wecks 
earlier, people from MAN and the Bielefeld-based Gild- 
emeisier Proyecta GmbH company, the builders of the 
largest Iraqi military research center, traveled to 


Baghdad via Jordan. 


According to findings of the Federal Intelligence Service, 
Iraq was also supplied with German nuclear technology via 
Brazil. In the summer, the Foreign Ministry stated that 
“everything was to be done” to prevent “supplies” from 
German companies—such as MAN Technology and Inter- 
atom—from reaching Iraq; that is, supplies which could 
possibly be used for the Iraqi nuclear arms program. 


Together with Steag of Essen, Interatom exported a 
separation nozzle plant for uranium enrichment to 
Brazil. It 1s to be put into operation in the middle of 
1992. Interatom has argued that since the nozzle process 
differs fundamentally from enrichment on the basis of 
centrifuges, it is impossible that Brazil illegally passed on 
know-how to Iraq. 


It is true that the nozzle project is the enrichment proce- 
dure that requires the most sophisticated technology. Nev- 


ertheless, several components are interchangeable. 


in a classified paper, the -RG Finance Ministry has stated 
that via direct or indirect channels, “since the middie of 
1988 at the latest,” Iraq has been trying “to get compo- 
nents and technology for uranium enrichment” also from 
the FRG. Control agencies and companies have for a long 
time been familiar with the names of the enterpri oes and 
persons that have helped Iraq to ge. what it needs. 


For example, the Iragi arms company Al C ga State 
Establishment has worked on the development of non- 
nuclear components for nuclear weapons. The Nassr 
State Enterprise is part of the procurement network as is 
the Al Arabi Trading Corporation with manager Faruk 
Taha, or the hib Nari Import-Export Corporation. 


It 1s no secret that IPC played ihe leading role in all nuclear 
projects: It may be that high-quality steel, which is partic- 
ularly suitable for nuclear technology, 1s bought from the 
Ticino steel company Schm.edemeccanica, or that special 
magnets are bought from the inwako company, a supplier 
to Iraq, or that Iraqis are trained by the British Magniech 
company—the IPC is always acting as the client. 


It has been clear for quite some time that several dozen 
IPC suppliers in Europe knew exactly with whom they 
had to deal, even though a few might have been deceived 
by the buyers. Stull, it is hardly conceivable that r an- 
agers who are so familiar with international business, 
such as those from Bergisch Gladb. h, can be as naive as 
Interatom pretends it is even today. 


Two weeks ago, Hartmut Mayer, a manager of Intera- 
tom, emphasized to DER SPIEGEL: “We had neither 
information nor hints, at the time the orders were 
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discussed or later, that Iraq was making efforts to 
become active in the area of uranium ennchment.” 


He then continued: “Now as then, we know nothing of a 
former economic attache to Bonn by the name of Ali 
Abd-al-Ali.” Moreover, IPC only presented itself as an 
enterprise the main job of which was “the reconstruction 
of the Iraqi industry.” 


Interatom should know better. For years the company 
has had a branch in Baghdad. Its chief, Friedhelm 
Hendnan, knows many official government representa- 
tives; he obviously feels so much at home in Iraq that he 
did not want to leave the country aboard the aircraft 
Willy Brandt that was hired to fly out the hostages. 


Nevertheless, the Interatom people have said through a 
leaflet circulated by the FRG Finance Ministry, that on 
23 April 1990 it had learned “for the first time™ that IPC 
was involved “in Iraq's procurement activities for the 
military use of nuclear technology.” 


According to the law, Interatom applied for a license for 
the Iraqi project at the Federal Economics Office in 
Eschborn. Johannes Pfirschke, who was responsible for 
examining this case, stated on 5 October 1989 that his 
office had no objection to the training of 22 IPC eng)- 
neers and experts. 


This was too much for Professor Pfirschke, who had 
been transferred to Eschborn from the Armed Forces 
Office in Bonn only shortly before. The former official 
responsible for military affairs 1s an expert on nerve 
gases, but not on nuclear energy. 


Only officers from the Supreme Fiscal Authority of 
Cologne noticed certain inconsistencies when they checked 
Interatom books in the middie of April 1990. For example, 
they noted that aite> Eschborn gave the go-ahead for its 
projects. Interatom changed the program. 


According to an FRG Economics Ministry paper, “the 
final version™ was agreed upon with IPC only on the 43d 
calender week, which is three weeks after the program 
was approved. 


Officially, it dealt with “generally accessible enginecring 
knowledge for the laying, construction, processing, and 
cxamining of pipeline systems” (Interatom). The exam- 
iners grew suspicious when they learned that the group of 
trainers included “know-how experts” from the areas of 
“uranium enrichment plants” and “advanced reactors 


and energy sysiems—plant operation.” 


What 1s also strange is that an alleged training program for 
the construction of pipelines met with massive resistance 
even within Interatom. A leading manager from the ura- 
nium enrichment department refused to hold classes for 
the Iraqis. According to a notice of 24 November 1989, he 
had “fundamental reservations” because of his obligation 
to secrecy. 


Obviously in order to protect itself, the company man- 
agement issued an internal message that banned passing 
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on expert knowledge from the field of nuclear technology 
to the Iraqis. At the same time, however, Interatom 
managers considered it a good idea to provide their 
Middle East clients with nuclear literature, such as the 
“Handbook of Hydraulics,” published by the U.S. 
National Nuclear Energy Commission. 


According to a note by the project management, the 
Arabs seemed to be particularly interested in “practical 
work” with the Siemens computer system Telperm M. 


The highly sensitive Sicmens control plant is most useful 
for the fine-tuning of complicated military plants. 
According to findings of Western intelligence service 
experts. a icirerm M system is in operation in the 
Indian cui, of Hazira. There it controls a heavy water 
plant for several nuclear reactors. 


Another “Telperm M plant has been installed in Libya— 
in the poison gas plant of al-Rabitah. Disguised as a 
“gauging and control device for the automation of a 
chemical plant,” it was supplied to Libya by two small 
firms from southern Germany. 


After examining the documents, the suspicion of the 
experts from Bonn was aroused when they learned that the 
Iraqis showed a particularly great interest in information 
on “desublimation at freezing temperatures,” a process 
that is particularly important for the enrichment of ura- 
nium. 


In the centrifugal process this term describes the trans- 
formation of uranium hexafluoride (UF6) from a gas- 
cous state to a solid one. The UF6 gas is fed into a 
centrifuge where it is picked up by the rotor. This process 
separates Uranium 235, which is essential for the con- 
st. uction of nuclear bombs. Subsequently, the UF6 gas is 
collected in deep-frozen receptors, so-called desublima- 
tors, at a temperature of minus 70 degrees. 


The Iraqis cannot, however, have collected a lot of this 
substance to date. To obtain the material necessary for a 
single bomb, a cascade of about 1,000 gas centrifuges 
must be operated an entire year without interruption. 


This 1s why experts do not regard as very plausible the 
most recent warnings by the Americans of a nuclear bomb 
in the hands of the dictator. According to the Vienna 
International Atomic Energy Agency, Saddam Husayn has 
neither put aside fissile material from an old supply of 
highly-enriched uranium, nor does he have enough centri- 


fuges. 


According to serious evaluations, Baghdad currently has 
about two dozen centrifuges. This means that the pro- 
duction of a single bomb would take some cight to ten 
years. Also, assistance by Western experts will be 
increasingly difficult to obtain. 


Meanwhile, Bonn has withdrawn the license for Intera- 
tom's IPC program. The supplying of a testing center, 
which was estimated at 15 million marks in the first stage 
alone, and the second part of the training program were 
stopped. Sources in the Foreign Ministry have stated 
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that “as a consequence of most recent information ... 11 
is no longer able to give its approval.” 


Even the federal office of Eschborn, which 1s headed by 
President Hans Rummer, a man who is on fnendly terms 
with the industry, was not able “to maintain the confir- 
mation of its broad approval.” The office has now stated 
to DER SPIEGEL that in the course of an “examination 
of foreign trade procedures doubts have emerged” as to 
whether the training of the Iraqis at Interatom went 
beyond the questionable level. 


Under Section 45 of the Foreign Trade Law, such 
knowledge must be imparted only with express approval. 
Nevertheless, the managers of the Siemens subsidiary do 
not have to fear any consequences under criminal law 


Quite the contrary, the FRG Government has now taken 
measures to protect itself against any legal countermea- 
sures by the nuclear firm. The Economics and Foreign 
Ministries have asked the managers at Bergisch Glad- 
bach to quarantee that Interatom will not seek either a 
court examination or claims for damages as a result of 
withdrawing from Iraq. 


SPD Opposes Resumption of Development Aid to PRC 
AU2712132390 Frankfurt/Main FRANKFURTER 
RUNDSCHAU in German 27 Dec 90 p 4 


[Text] The Social Democratic Party of Germany [SPD] 
has protested the announced resumption of Bonn’s 
development aid to China. Such a step 1s shocking, in 
view of the forthcoming show trials of leading represen- 
tatives of the Chinese democracy movement, according 
to a “Berlin Statement™ by SPD Deputies Uwe Holtz, 
Hartmut Soell, Norbert Gandel, and Karsten Voigt. The 
Statement reads as follows: 


The massacre in Tiananmen Square in Beising on 4 June 
1989 and the subsequent wave of executions all over 
China caused worldwide shock, sympathy, and protests. 
But investors, only briefly disturbed, soon returned to 
China. Diplomatic contacts, which had been suspended 
under public pressure, gradually increased again until 
the FRG guarantees by the Hermes Insurance company 
were resumed on 30 October 1990. 


The Chinese Government drew the necessary conclusions 
and reacted by opening the previously postponed show 
trials against leading representatives of the Chinese 
democracy movement as of November 1990. In order to 
mislead the world public, an attempt 1s made to pul on a 
juridical facade, but the sentences are passed by the CPC 
leadership. 


Under the protection of the Gulf crisis, which distracts 
the world public from China and tempts governments to 
make foul compromises at the expense of the civil nghts 
activists, it no longer expects any major protests and 
economic sanctions by other countries. It 1s taking the 
opportunity to prove to itself and to others that it has 
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China under control again. It needs sentenced counter- 
revolutionaries in order to underpin its claim of a 
counterrevolution and to effectively deicr mmutators. It 
plans to nip any opposition in the bud 


It ss confirmed in this attitude by its latest diplomatic 
success: On 13 December 1990 in Beijing the FRG Gov- 
ernment released—cven retroactively for 1989—the gen- 
crous development aid that had been suspended after the 
massacre. The FRG Government did not make this depen- 
dent on the end of the wave of executions, even though the 
Bundestag had cited precisely these executions to justify 
the suspension of the development aid for 1989, and there 
1s no credible evidence of any improvement since then 
The Chinese Government respects deeds not words. It 
recognizes governments’ paying lip service to the prisoners 
without any consequences as mere decoration for eco- 
nomuc interests, which obviously have prority 


As has been reported from circles of the Beying security 
authorities, the large-scale sentencing of prominent dis- 
sidents can be expected at the beginning of 1991. “The 
only thing that might still bring a reduction of the 
sentences,” a relative of one of the prisoners says. “is 
unrelenting pressure from abroad.” 


We, the signatories of this Berlin Statement, are shocked 
at the course of the above-mentioned events and affirm 


Whoever deliberately sacrifices or risks his life for the 
progress of democracy and human rights without 
resorting to violence, as 1s demonstrated so impressively 
and in such large numbers by students and workers in 
China, in particular since 1989, 1s valuable to us and has 
the right to claim our active and timely solidarity. 


Each one of them alone carries more moral weight than all 
those together who make arrangements above their heads 
and at their expense with those currently in power, who 
stab civil mghts activities in the back—even though not 
with words but with deeds—by helping the dictatorship 
and giving it free rein to do as it wishes with those it 
persecutes. 


One can see from the experiences in eastern Europe how 
short-sighted such deals are and thai it 1s not enough to 
say a few noncommittal good words for the civil nights 
activists behind closed doors after the conclusion of 
economic negotiations, paying for this opportunity with 
restraint im public. Instead, 1 is necessary to stand 
openly on their side and to promote democracy together 
with them, accepting economic disadvantages as a result. 


The civil nights activists in China need and deserve the 
protection of the world public. The following persons. 
who are among those who are known by name, are facing 
particularly heavy sentences and are to be listed here’ 
Wang Dan (elected student spokesman and main initi- 
ator of the “Democratic Salon” at Beijing University), 
Lu Jiamin (employee of the state trade unions), Liu 
Xiaobo (university teacher), Wang Juntao (journalist). 
Chen Zimin (scientist), and Bao Tong (secretary of the 
ousted CPC head Zhao Ziyang) 
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* Five Institutes Report on Economic Outlook 


* Text of Reports 
YVIGEOOT9A Berlin WOCHENBERICHT-DIW 
in German 25 Oct 90 pp 612-628 


[Fall 1990 report by the Working Group of German 
Econonncs Research Institutes, Essen, completed in 
Berlin, 18 October 1990: “The State of the German 
Economy, Fall 1990"; Member Institutes of the Working 
Group are: Deutsches Institut fuer Wirtschafitsforschung, 
Berlin, HWWA [Hamburgisches Welt-Wirtschafts- 
Archiv}-Institut fuer Wirtschaftsforschung, Hamburg. 
Ifo—institut fuer Wirtschafisforschung. Munich, Institut 
fuer Weltwortschaft an der Universitaet Kiel, Rheinisch- 
Westfaclisches Institut fuer Wirtschaftsforschung, Essen} 


[Text] The economic situation in unified Germany 1s 
deeply split. In West Germany economic expansion has 
continued at an undiminished pace. The extent of util- 
zation of production capacities, which had already 
reached a very high level, continued to increase. The 
number of employed has nsen considerably, and that of 
unemployed decreased noticeably, although the avail- 
able labor force has expanded substantially due to the 
influx of emigrants and resettlers. In East Germany, the 
drop in overall economic production continued drasti- 
cally after the monetary, economic and social umon 
came into force on | July of this year. With the intro- 
duction of the German mark [DM], the enterprises there 
were instantancously exposed to such competitive pres- 
sure that many were forced to cut back, or even stop. 
production. In addition. due to abolition of central 
planning. supply relations broke off abruptly so that 
production faltered for this reason, also. Industrial pro- 
duction in August reached only about half that of the 
level of the previous year. Unemployment increased 
greatly, the number of short-time workers rose steeply. 
although no longer quite as rapidly as in the two months 
directly after implementation of the union. 


The institutes predicted this split development in their 
spring report, although they underestimated both the 
ecunomic dynamism in West Germany and the speed 
and depth of the economic decline in East Germany. The 
one is closely linked to the other. Differing from what 
was assumed in the report, the incomes of private 
households in East Germany have not decreased, despite 
the abrupt rise in unemployment an” short-time work, 
but have even risen. There were large wage increases 
under business and collective wage agreements even 
before the introduction of the D-Mark, but especially 
ihereafter. Old-age pensions were also raised greatly by 
legal regulations. Furthermore, the conversion of bank 
accounts ted to higher D-Mark positions than assumed 
The households had on hand considerably larger D- 
Mark amounts from current income and savings than 
had been supposed. Of those amounts, a substantially 
larger portion than cxpected is used to purchase West 
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German and other Western goods. Ovevall. the develop- 
ment of income and consumption in East Germany has 
largely detached uself from that of production 


The consumption surge from East Germany has thus 
exceeded the expected impulse for the economy in West 
Germany. These impulses are directly reflected in retail 
trade and especially in the consumer goods industrics. 
indirectly they also influence other sectors. They have 
reinforced the domestic expansive forces which are deci- 
sive for continued upward development 


Private consumption has been considerably stimulated 
by the lowering of taxes at the beginning of the year. in 
addition, increased employment of the labor force and 
collective wage agreements, noticeably higher than in the 
previous year. have contributed to the cxpansion of 
consumption. Investments in equipment and buildings 
also have increased more strongly. What was decisive 
was the—again—increased degree of capacity utilization 
as well as favorable sales prospects for consumer goods 
and goods for investment projects in East Germany. The 
housing shortage, above all caused by increased demand 
for larger apartments and property ownership in the 
course of noticeable income increases over several years. 
and thus higher yields, are the cause for the rise in 
housing construction investments. 


On the other hand, forcign trade has stopped being the 
engine of economic activity in Germany. Since about a 
year ago, the tendency has been that of stagnation in goods 
exports. In the last several months, incoming orders from 
abroad have even been recessive. This reflects above all a 
weakening of business expansion in important partner 
countries. It 1s due in particular to the dampening monc- 
tary measures taken by the central banks in order to 
counteract the acceleration of price increases 


The rising of prices and costs, particularly in comparison 
with earlier phases of prosperity, has increased only 
Slightly in West Germany, of course, the strong price 
increase of oil lately has caused a noticeable rise in price 
levels. As presented in the global economic section of the 
report, we are counting on a gradual drop in the price of oi! 
to a level which, however, will be considerably above the 
level before the Gulf crisis. Just as for the other industrial 
countnes, for Germany we also expect no serious damp- 
ening influence on the economic situation. There is the 
precondition, however, that the parties to collective wage 
agreements accept as unavoidable the erosion of pur- 
chasing power due to the nse in oi prices, causing a 
general rise in price levels. Thus a continued economic} 
upswing 1s endangered by an inappropriate reaction by the 
parties to the collective wage agreement, which could bring 
about a price-wage-price spiral. Another danger could be 
that the price of oil will be considerably higher than 
assumed here. Then the domestic expansive forces main- 
taining the boom economy would be substantially weak- 
ened. If monetary policy were to react to the increase in the 
price of oil with restrictive measures, pressure would be 
unnecessarily intensified. 
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in any Case, the cconomac climate in West Germany 1s less 
roust than the present develupment of demand and 
production seems to indicate. Long-term interesi rates 
have climbed to a very high level, so that the financing of 
investments has become more expensive, and financial 
assets have become more attractive. Already mm mid-1 988. 
monctary policy shifted from an expansive course to a 
neutral one in the medium-term, onented toward growth 
of the production potential. The economy receives its 
impetus above all from financial policy. However. the 
stumulating cconomic effects of the tax cuts at the begin- 
ning of the year will probably slacken off gradually. This 
indicates that investments and consumption will slowly 
lose their umpetus. Yet this 1s probably counteracted by the 
effects of positive demand from East Germany: public 
authorities in West Germany have allocated extensive 
funds for private and public budgets in East Germany 
which will gradually show an expenditure impact. But 
there are dar pening effects in the raising of funds. be it 
financing on the capital market, or financing through 
taxes. That holds risks for the business climate 


Despite many fears. the monctary conversion in East 
Germany evidentiy succeeded without negative conse- 
quences for the value of the currency. According to carly 
estimates of the Bundesbank. the money supply M3 
expanded in July by 14 percent. Although this increase 1s 
somewhat larger than the relative contribution of the East 
German economy to the overall German national product 
(one-tenth), 1 1s not on a scale that would force the 
Bundesbank to reduce the overail German money supply 


It #8 true that after the currency conversion the liquidity 
supply of East German enterprises was disturbed. Due to 
sales difficultses, many enterprises were not able to pay 
wages. and pay for prior work. Because of a lack of 
securities, private banks frequently did not grant loans. 
Liquidity problems lessened only when the Trusteeship 
Agency assumed guarantees for loans. It cannot be 
predicted when they will be resolved. Under no circum- 
stances 1s their solution the task of the Bundesbank. for 
the problems of liquidity are not due to a lack of bank 
liquidity, but rather because of the lack of financial 
soundness of the enterprises. 


The East German Economy in Adjustment Crisis 


Unification of the two parts of Germany occurred much 
more rapidly than anticipated im the institutes’ spring 
diagnosis. By the former GDR's adoption of the legal and 
institutional framework conditions of the FRG, from one 
day to the next the centrally administered economy was 
replaced by the market economy. In addition, the D-Mark 
was introduced as legal tender. It had been expected that 
such a change of system would be linked to enormous 
adjustment difficulties, albeit not with the harshness that 
is now becoming evident. Sales of domestic products have 
dropped radically in East Germany, not as a result of 
shrinking demand, but due to a substitution process in 
which Western merchandise has taken the place of East 
German goods. Furthermore, after the elimination of 
export subsidies. East German enterprises have suffered 
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substantial sales losses abroad. As a result, industrial 
production has dropped dramatically. But there were aiso 
great losses in trade and the transportation sector, as well 
as in the construction industry. The nominal gross 
domestic product of East Germany this fall is probably 
lower by one-fourth than last year. 


All these factors also caused a drop in employment 
which 1s reflected in short-time work even more so than 
in unemployment, in September, approximately onc- 
fourth of the labor force was cither unemployed or 
working short hours. If estimates are correct that 
employees working short hours on the average put im 
only about half their normal working hours, there cxrsts 
high concealed unemployment. 


The impression, that the adjustment crisis is a conse- 
quence of the introduction of the market economy, » 
superficial. Rather, it 1s the consequence of the funda- 
mental defects of the past system in East Germany 
External and internal protectionism, striving for autarky, 
prevention of mecessary structural change, and arbitrary 
and hence inefficient allocation of resources. With the 
economic and monetary umon becoming effective on | 
July 1990. and hence adoption of the D-Mark exchange 
rate, that sick economy was abruptly exposed to the 
competition of the FRG economy and that of other 
Western countnes. Such an exchange rave would cause 
considerable adjustment difficulties even for economies 
which are substantially more productive than the former 
GDR. 


The necessary conversion of the East German economy 
will take a considerable length of time. It has even 
proven difficult [to deal with] privatization, clarification 
of the status of ownership, deconcentration of monopo- 
lustre enterprises, and buildup of an effective public 
sector. In the short term, it 1s even more impossible to 
accomplish modernization of the infrastructure, 
building up a modern industry based on division of 
labor, development of a differentiated wage structure, 
and elimination cf environmental damages. It is still 
unforeseeable how long the adjustment phase will last. 
After all, a structural change from an industrial to a 
service society must be implemented, which took place 
in the FRG over the course of several decades. 


In the short term, the central question is when, and on the 
basis of which developments, can one expect stabilization 
of production and employment. Of great importance for 
that 1s the fact that the adjustment is not accompanied by 
a cumulative process of shrinking demand. Rather, the 
income of privaie households and the funds available for 
public expenditures overall have not dropped, thanks to 
the transfers from the FRG; demand in East Germany now 
i$ Only slightly less than a year ago. Probably nothing will 
change in this regard in 1991. 


Private Consumption Between Backlog Demand and 
Uncertain Income Development 


After the introduction of the D-Mark. private households 
took advantage of the new buying opportunities to a large 
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extent and at the cxapense of domestec products. The 
demand 1s not only for durable consumer goods. above ai! 
motor vehicles, but also for goods of daily need. In many 
cases, larger purchases were probably financed by lquida- 
von of savings. It appears that the inclination of private 
houscholds to save dropped drastically in the first month 
after the introduction of the D-Mark. In the future. 
demand by private houscholds will again be determined 
more strongly by the development of incomes. 


Wage increases will probably be high next year, as they 
were thrs year, although the number of unemployed will 
doubtlessly continue to mse. It 1s assumed here that the 
wage increases will be 15 to 20 percent. Then wages per 
employed person in the 1991 yearly average would be 
approximately 30 percent higher than this year. But 
since the volume of work will probably decrease to a 
simular extent, the sum of wages and salaries in 199! will 
be about the same as in the previous year. Increasing 
shorit-tume work and unemployment Iead to a rapid 
mecrease in wage Compensation benefits. Furthermore. 
children’s and housing allowances, support for traiming 
and other benefits are being introduced according to the 
Western model, and pensions will be raised substan- 
tially. Overall, the available income of private house- 
holds will clearly mse next year. 


Savings attitudes will probably normalize gradually. par- 
ticularly since the availability of attractive investment 
forms promotes saving. If the inclination to save grows. 
expansion of expenditures for private consumption next 
year will be noticeably weaker than in 1990. The basic 
trend for consumer prices will probably be an increase 
similar to that in West Germany. But an additional 
increase will also result from the first stage of the 
adjustment of rents, transport charges and energy prices 
to the market-determined level 

Prospect of More Investments 


With the collapse of the command economy, investment 
activity had largely come to a standstill. Although the 
introduction of market-economy conditions brought 
important preconditions for the start-up of a new invest- 
ment process, greater legal security for investors was 
created only in the course of the political unification and 
the adoption of the FRG legal system. But considerable 
obstacies still arise from the unclear competency and 
inefficiency of administrations, the delay in privatizing 
formerly state-owned enterprises, and from the unsettled 
state of ownership with the attendant lack of available 
commercial land. But, gradually, conditions will probably 
improve. Furthermore, urgent measures are being impiec- 
mented in the area of infrastructure. One can expect 
extensive investments in the telecommunications, rail- 
road, and highway sectors. So, all in all, a clear increase in 
investments can be expected in the near future. 


Upswing in the Construction Industry 


The backlog demand is large in all sectors of the con- 
struction industry. How much can be buiit in the near 
future depends primarily on the allocation of funds for 
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financing. the rese’::o" of jegal aud actmenistrative 
problems and, natu}: 4 the availabolits of capacities. 
Soon there should be 2 2 :e2es%e warn om all sectors of 
the construction industry. 


On the basis of the present rent policy, which will 
probably be changed only gradually. construction of new 
renial apartments 1s not profitable for the tume being 
However, there will be impulses for the me«iernization 
and repair of existing housing: up w 1993. a promotion 
program of DM10 billion is avaslaiie Due to a lack of 
financing power of large populatcn opments. new con- 
struction of single family homes av! cv-«comuniums will 
probably increase only graduzily. 


Industrial construction will receive “e220 va! - ~pulses 
im the coming year, also. Large-scale com ‘uct mea- 
sures are linked to the building of new. 2 0 *roderniza- 
tion of existing, production plants. Added to that 1s the 


implementation of necessary investment projects for the 
railroad and the postal service. a+ well as energy supply 


Extensive investment projects affecting construction are 
also starting up in the infrastructure and environmental! 
sectors. However, municipal construction activity so far 
has been rather restrained duc to the communitics 
insufficient financial allocation, but also because of the 
inefficiency of administration. But the credit program 
for municipal investments, stocked with the amount of 
DM10 billion for the period 1990-93. will gradually 
contribute to a noticeable expansion of construction 
activity mm the coming year. Private financing of certain 
investments serving public purposes seems indicated in 
order to meet the urgent need in this sector 


Again, High Import Serplus 


After the former GDR had still managed in the first half 
of 1990 to almost keep up the level of its cxports to 
CEMA countries, whereby many enterprises sold goods 
at reduced prices, these deliveries are now declining 
greatly. They will ceriainly continue to drop in the 
coming year, also. Since accounts will now be settled in 
a convertible currency, it 1s to be expected that East 
European buyers will turn to direct supplies from West 
Germany and Western countries. This, and the generally 
critical situation in East Europe, put into question the 
chances of the former GDR as the hub for trade with the 
East. Goods deliveries to West Germany and to Western 
countnes probably will also continue to fall 


For the time being, a growing part of demand will be met 
through imports at the expense of domestic production 
Purchases from Western countries, primarily from West 
Germany, next year might well be more than one-third 
higher than this year. In 1991, East Germany's import 
rate for consumer goods will probably be almost 50 
percent. The development of imports from East Europe 
will diverge from the general trend. After the great drop 
this year, purchases should gradually stabilize in the 
course of the coming year. The reason for this lies 
primarily in the political promises made to East Euro- 
pean supplier countries to still keep the market access 
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open for a transition pernod, despite East Germany's 
micgration into the EC. particulariy for agricultural 
products, steel, and sources of energy. 


Low Point of the Overall Economic Production in 1991 


Although adjustment to the changed conditions of com- 
petition has led to an almost dramatic decline in produc- 
yon, the low point has probably not yet been reached. A 
substantial number of enterprises, which are still being 
kept alive by hquidity loans from the Trusteeship 
Agency and the temporary suspension of bankruptcy 
rules, may well become bankrupt in the coming months. 
Just how low the level of overall cconomic production 
will fall depends not only on the survival capability of 
old economic activities, but also on the speed of devel- 
oping new ones. In this, the differences according to 
economic arcas will be striking. 


A great number of arguments indicate that production 
will stabilize in the course of next year. Generally, the 
shock of the collapse of the economic and government 
system will subside: 


—Market relations more and more take the place of 
planning relations and create new bases for calculation 


for the enterprises. 


—Municipal and laender administrations are being built 
up: the institutional chaos characteristic of the first 
months comes to an end. 


—Legal security increases, legal loopholes are climi- 
nated. 


Concrete improvements of the situation can also be 
expected: 


—Privatization has started. With the help of Western 
cooperation partners, more and more enterprises 
manage to adapt their products to Western standards, 


both in quality and packaging. 


—In industry, the process of eliminating enterprises 
which cannot compete due to the chaugeover, 1s 
coming to an end. 


—In the construction industry, public spending pro- 
grams are beginning to take ho'd, a rise in demand 15 
starting even before the turn of the year 


—Trade and the service sector are imcreasing their 
supplies and are expanding cxisting structures. 


—In the coming year, after the currently still great 
“djustment difficulties, agriculture will enter the phase 
of consolidation. The market support mechanisms 
and financial policy safeguards of the adjustment 
process then will begin to become effective. 


— The crafts and small businesses are beginning to close 
the gaps in the goods and service supply. The number 
of business registrations shows that here there 1s a real 
potential for entrepreneurial willingness to take risks 
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—In the transport and tclecommunications sectors, the 
large investment projects of Western supplicrs are 
taking hold. 


It 1s extraordinarily difficult to estimate wnen, and at what 
level, the low point will be reached. Within the framework 
of the considerations presented here, the turnaround point 
can be expected perhaps by summer of neat year. East 
Germany's real gross natzonal product will be considerably 
lower than the—already low—tevel of 1990. 


Even if there should be a certain stabilization of produc- 
tion and employment next year, i 1s not at all certain 
that subsequently a calloping upswing will occur in the 
new federal laender. Because there are many obstacles 
Standing in the way in East Germany. 


An economy ia the throes of such a far-reaching s‘ruc- 
tural crisis initially cannot, on i's own strength, mobilize 
the capital necessary for the modernization of old pro- 
duction plants and the creation of new ones. Only a 
strong push from outside can help in that situation. 


Many had banked on an investment push coming rapidly 
from the West after the union on | July, since they saw the 
comparatively low wage level in East Germany as a deci- 
sive advantage of location vis-a-vis West Germany and 
other high-wage regions. But evidently the low wage level 1s 
confronted with numerous disadvantages of 'ocation. Fur- 
thermore, the wage level wou'd be a decisive incentive for 
direct investments only if investors could count on being 
able, for some time to come, to combine highly productive 
capital with cheap labor, 1.¢., that they would have a 
competitive advantage duc to wage costs vis-a-vis regions 
where the wage level corresponds to the proauctivity level 
which makes the use of capital possible. Very carly on, 
there were indications in East Germany which made it 
Clear that investors couid not count on a long phase in 
which wages would stay low. So investors must direct their 
investment plans toward other advantages which East 
Germany has to offer as a production location. That, 
however, entails a lengthy search process. So the rise out of 


the trough might occur less rapidly. 


This projection is based on the premise that, in the 
coming ) car, private direct investments in the amount of 
about DM15 billion will be made in East Germany, after 
DM5 billion this year. Next year, that will be more than 
20 percent of the total of all private and public invest- 
ments. An amount of this magnitude can be substanti- 
ated by summarizing the most important known public 
and private investment projects of West German enter- 
prises in East Germany. 


Drastic Decline in Employment 


The continued adjustment of production to the changed 
conditions of competition will lead to a further substan- 
tual loss of work places; in the medium term, even 
competitive enterprises will have to further reduce their 
mostly bloated numbers of employees. In addition, a 
considerable number of employees are being released 
from the government sector, While, on the other hand, a 
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potential for nev jobs 1s also being created 2s indicated 
by the growing number of business registrations, i 1s 
still, however, relativeiy small. If production stabilizes 
by about mid-1991. as 1s expected here, thes would have 
an effect on the number of employees only by the end of 
next year. Then it will probably be about 3 million, or 
about one-third, fewer than at the beginning of 1990 


East Germany's labor market cxperences 4 certain case- 
ment because members of the labor force are retiring. 
Many who are threatened with unemployment may well 
take advantage of the chance to draw a pension already at 
age 57. The number of working retirees probably will also 
drop considerably. and many people will take employment 
in West Germany. It is assumed here (at the number of 
commuters to the West will amount to an average of 
350,000 to 400,000 in 1991 (1990: approximately 
120,009). Despite such rehef, unemployment will increase 
substantially. At sts peak, the sumber of unemployed may 
reach 1.7 million. The number of shori-ime workers 
during the coming six wintcr months will reach about 2 
million. 

The assumed wage development for 1991, described 
cisewhere, does not at ali take into account the necessity 
for improving the competitiveness of East German 
enterprises. Already in the present course of 1990, some 
wages have been raised very substantially. Frequently, 
basic .mounts were agreed upon so that the already 
small v age differentiation has further decreased. By the 
end of 1991, the wage level will have reached about 50 
percent of the West German level. The appropnaic 
productiviiy level will ultimately be established through 
a great reduction in employment. 


eet Soman Savages Sie se ones Upward 
Developm at with Greater Risk 


In West Germany, the strong upward development of 
production and dcmand will continue in 1991. Strong 
impulses are provided by the preference of East German 
consumers and investors for Western goods and services. 
The demand push induced thereby, and sustained by 
financial policy, in part overcomes a weakening of the 
business cycle induced by endogenous and exogenous 
factors. The tendency is that dampening effects will come 
from the more restrained expansion of foreign demand. 
hig’ interest rates, and an accelerated upsurge in prices 
and costs. The past phase of tight money policy will have 
its effect for some time to come. In part, there 1s great 
uncertainty about the development of the global economy 
and the factors determining the internal growth process in 
West Germany, which increases prognostication risks. 


Economic Dangers Due to Oil Price Increases’ 


Among the retarding factors is the weakening of the 
global economy. Without the additional demand from 
East Germany, the West German economy would be 
affected much more noticeably by the slumpinz global 
economy. Nevertheless, there exist substantial risks 
linked to the present Gulf crisis and its influence on the 
development of oi! prices. But the possibilities for the 





FBIS-WEU-90-249 
27 December 1990 


domestic economy to absorb a rise in oil prices without 
serious frictions have improved compared to earlier oil 
price crises: The oil-intensity of overall economic pro- 
duction has clearly decreased in the 1980's due to energy 
Savings and substitution of other energy sources for 
mineral oil products. Hence a certain increase in the 
price of oil results in a smaller loss of real income than 
could be observed in earlier phases of rising energy 
prices. In addition, the upsurge in oil prices meets up 
with a moderate internal price upturn, which for some 
tume has been accompanied by a stability-oriented 
money policy of the Bundesbank. This lessens the danger 
that rising energy prices will set off a process of infla- 
tionary snowballing. Furthermore, the West German 
economy—because of its export structure—might well 
profit to a special degree from increased demand by 
oil-exporting countries. To the extent that these coun- 
tries invest their additional revenues in financial mar- 
kets, it will put pressure on the international level of 
interest rates which will also affect the German capital 
market. 
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Conflict Between Wage and Monetary Policy? 


it cannot be ruled out that the rise in the cost of living due 
to oil prices will trigger higher wage demands. The risk of 
Starting an inflationary price-wage-price spiral would be 
further increased by any possible increase in the value- 
added tax rates to finance German unity. The rapid passing 
on of labor costs to prices of such tax increases could 
reinforce the demand for “compensatory” wage increases. 
From past experience, such a wage policy would cause 
monetary policy to initiate restrictive counter-taxes. Such a 
conflict could create enormous risks for a further economic 
upward development, particularly for the time after 1991. 
However, the pressure probably exerted on West German 
collective wage negotiations by high unemployment in the 
new federal laender, due to the close link between both 
German labor markets, argues against a destabilizing wage 
policy coming into being. But weakening economic trends 
would also increase if money policy were to react with 
monetary restrictions to an overall economic rising of the 
price level due to oil prices or taxes. The dampening of 
expansion of the real money supply due to oil prices would 
be further increased in an economically harmful manner. 











Standard Data of the Projection for West Germany 





















































9890 | 1990s || 998 i989 | 1990] (199 
Absolute Figures Changes in Percent Compared to Previous Year 

Gross National Product, real! (billion DM) 1,766.0 18380 | 1.8850 39 40 25 
Domestic Demand, real! (billion DM) 1,693.4 1,768.5 1,819.0 27 45 30 
Total Demand, real! (billion DM) 2,342.5 2,472.5 2,578.0 5.0 $5 4s 
Employed? (1,000 persons) 27,635 28,320 28,800 14 25 1s 
Unemployed (1,000 persons) 2.038 1,900 2,000 
Unemployment Rate4 (in percent) 16 7.0 7.0 
Consumer Prices? 3.2 25 40 
'Price base 1980 = 100 —_ 
2 Domestic demand and exports 


3Employed within the country 
4 Based on the entire labor force (employed and unemployed) 
5Price index of private consumption 


Sources: 1989 computations by the Federal Office of Statistics and computations by the participating institutes Projected figures rounded off 





Economic Risks Due to High National Deficit? 


At present there still exists uncertainty about important 
economic and financial policy framework conditions, 
since a cabinet decision on standard figures of the all- 
German 1991 budget and financial planning up to 1994 is 
still outstanding. But the development in East Germany 
assumed here will require substantial financial aid to 
increase economic strength and to overcome the social 
transition problems in the new federal laender, which will 
strongly raise government net borrowing. The impulse 
proceeding from this will radiate back to the West German 
region. Thus in the coming year, also, noteworthy expan- 
sive impulses will come from financial policy. 


For 1991, we estimate as relativcly small the danger of 
oversiraining the overall economic potential resulting 
from these impulses. On the one hand, at the same time 
factors dampening demand will counteract it, and. on 
the other hand, the elasticity of supply is particularly 


high because, with lower capacity utilization in other 
countries, goods and services will be imported to a 
greater extent. 


However, as a trend the expansion of the national debt 
has the effect of driving up interest rates. That is 
especially the case if investors’ confidence in the course 
of financial and economic policy is weakened and if the 
consolidation process of the East German economy 
becomes a protracted one. Such a risk, however, is all the 
smaller, the more rapidly the economic policy succeeds 
in presenting a credible concept on the medium-term 
limitation of public spending and reduction of the 
national deficit, which includes a spending program 
meaningful for growth policy. 


Assumptions for the Prognosis 
The prognosis is based on the following assumptions: 
—-Expansion of global trade will be further weakened. 
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— The price of oil remains for the 1991 average at $25 to 
$30 per barrel. This means a drop in oil prices in the 
course of next year. 


—New agreements in collective wage bargaining will not 
be considerably higher in 1991 than in 1990. 


—Monetary policy will continue its potential-oriented 
course next year. 


—For financial policy in the coming year, one asumes 
neither tax rises nor spending cuts exceeding the 
measures already decided upon. Decisions are made 
for spending cuts in the medium term. 


—The interest rate level in the capital market, and the 
real external value of the D-Mark do not change 
significantly. 


On the basis of these assumptions, one can expect a 
continued upward development of production and 
demand in West Germany. Nevertheless, weakening 
economic tendencies will become evident. 


Demand Thrust From East Germany Props Up Exports 


Due to the cooling-off of the economy in important 
trading partner countries of the FRG, demand for 
German products will expand only moderately. 
Although the basic economic trend in West European 
neighboring states remains upward-oriented, invest- 
ments above all are expanding noticeably more slowly 
than in previous years. Thus the special advantage of 
West German exporters from the past European invest- 
ment boom will not continue. Tendencies of weakness 
showed up even in the course of this year. In the United 
States, in addition to the drop in the economy, the high 
external value of the D-Mark vis-a-vis the dollar puts a 
brake on the demand for German goods. The former 
State trading countries and many oil-importing devel- 
oping countries have to expend a substantially larger 
portion of their export revenues for energy imports, thus 
resiricting their imports from industrial countries. 


In the definition of special trade—i.ec., without domestic 
German trade—an increase in West German exports will 
probably be only 3.5 percent. West Germany's export 
development looks much more favorable if one includes— 
according to the definition of national accounts—the 
delivenes to East Germany. As was already observed this 
year, the strong pull of demand from the new federal 
laender will at first continue to be concentrated on con- 
sumer goods. But in the coming year there will also be an 
increase in demand for capital goods. Thus the range of 
goods in demand in East Germany will broaden with the 
stab:!:zation of production. Overall, West Germany's 
exports of goods next year in real terms will exceed by 8 
percent the level of this year. 


Investment Boom Weakening 


The demand for equipment remains in a clear upturn. 
The high capacity utilization rate, relatively favorable 
profit prospects, and the market opportunities newly 
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opening up in East Germany support the investment 
inclination of West German enterprises. However, the 
growth-rate of investments will probably lag clearly 
behind that of this year. For one thing, that is due to the 
high level of investment activity already achieved, and 
for another, because of retarding influences which are 
becoming increasingly noticeable. 


Despite the continued strong expansion of demand from 
East Germany, the pace of overall economic expansion is 
decreasing; that dampens sales expectations. The invest- 
ment calculation is also under pressure from costs: 
Energy costs are higher, wage costs are rising more 
strongly, passing them on to prices may well no longer be 
completely successful. Ultimately, the attractiveness of 
financial assets is greater with higher interest rates. 


High Interest Rates and Construction Prices Dampen 
Iding Demand 


The West German construction industry seems headed for 
a business phase of overheating. A shortage in the labor 
force, and clearly rising construction prices are indicators 
‘yr that. Although the building boom will grow strongly 
once more in the coming year, tendencies of weakness are 
already indicated in some categories. The high interest rate 
will leave its mark on housing construction in particular. 
The average interest rate for mortgage loans this summer 
was two percentage points higher than last year. Demand 
for single family homes is already dropping considerably. 
But since both apartment building construction and 
building maintenance will probably continue to expand 
strongly, one can still expect an increase of 5 percent in 
housing construction investments in 1991 (1990: 7.5 per- 
cent). The pace of expansion of demand in industnal 
consiruction will also slow down somewhat because of the 
decreasing momentum of the investment boom. As for 
public construction, both the federal government and the 
laender may restrain their investments in western part of 
the Federal Republic in favor of East Germany. Overall, 
the expansion in consiruction production will weaken 
from 5.5 percent this year to 3.5 percent in the coming 
year. 


Declining Consumption Boom 


The West German consumption boom wil! lose consid- 
erable momentum in 1991. The gross wage and salary 
total, with a 6.5 percent increase, will probably rise less 
strongly than in 1990, particularly since the number of 
employed West Germans will increase much less than it 
did this year. The large number of commuters from East 
Germany plays a role in this. Their income—according 
to the convention of national accounts—will be added to 
the gross national product of East Germany. The 
increase in available income will flatten because of the 
fully applied tax progression. Incomes carried forward 
will expand somewhat less (by 5 percent) than in 1990. 
All in all, available income of private households will 
increase by 5.5 percent, after 8 percent this year. 


Because of accelerated price increases, real available 
incomes of private households will grow by only 1.5 
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percent (1990: 5.5 percent). But households will adjust 
their spending plans only belatedly to the changed devel- 
opment of real income, so that they will lower their 
Savings rate somewhat, despite high interest rates. 
Overall, private consumption next year will register an 
increase of only 2.5 percent (1990: 4.5 percent). 


Strong Import Pull at High Capacity Utilization 


In view of high capacity utilization, German industry in 
the coming year, also, will rely to a considerable extent 
on the resources of foreign countries. Goods imports will 
rise by about 8 percent. As in 1990, finished goods/end 
products and goods of the food industry will be in 
particular demand. A considerable portion of these 
goods will probably be “transit goods” from Western 
industrial countries via West Germany to East Germany. 
In view of the long delivery periods of West German 
manufacturers, imports of capital goods continue to 
increase noticeably. 


Service-rendering imports will rise strongly because 
many East German commuters are streaming into the 
West German labor market. Because of the income of the 
commuters, the increase in the national product remains 
almost half a percentage point lower than that of the 
domestic product, which will grow by 3 percent. 


Perceptible Acceleration of Price Increases 


On the premise of the oil price development assumed here, 
in the course of the coming year one can expect falling 
prices for heating oil and motor fuels. However, the price 
increase applied by domestic industry will probably grow 
further. Unit wage costs in the overall economy will rise 
somewhat more than in 1990, particulurly in the service 
sector. The shortage in housing will be reflected in an 
accelerated rate of rent increases. The cost of living of 
households will probably rise by about 4 percent in the 
course of 1991, and as compared to the previous year. 
Even if the prices of mineral oil products were to drop in 
the course of the year to the extent assumed here, in the 
yearly average they will be perceptibly higher than in 1990. 
This price rise will be reflected in the overall index of the 
cost of living by approximately half a percentage point. 


Continued Strong Increase in Employment, but Growing 
Unemployment 


The slowing-down of overall economic production in the 
former territory of the FRG, to be expected in the 
coming year, will also dampen the demand boom in the 
labor market. Nonetheless, employment will be notice- 
ably expanded; about 500,000 additional workers will be 
hired in the course of the year. Yet unemployment may 
well rise slightly in the course of 1991 and amount to 2 
million on an annual average. For one thing, in the 
coming year a great number of resettlers will enter the 
iabor market after finishing language and vocational 
training, and for another, even more commuters from 
East Germany will be integrated in the West German 
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labor market. This is supported by both the difference in 
wages and the differing employment opportunities in the 
two German regions. 


But this development must not be interpreted one- 
sidedly as a “burden” on the West German labor market. 
West German enterprises have recourse to an additional 
supply of qualified workers. That reduces the danger, at 
least in some sectors of industry, that labor could 
become a limiting factor for production expansion, still 
expected to be strong next year. At the same time, 
employment opportunities will broaden through the cre- 
ation of new jobs. In the all-German context, the com- 
muter movement must, in any case, be seen as a counter- 
entry, relieving the East German labor market. 


Production Increase is Lessening 


Overall industrial production will expand further in 
1991, despite the obstacles to be expected from the rise 
in oil prices and a more slowly growing global economy. 
Considerable additional demand will probably come 
from East Germany, although to a lesser extent than in 
1990. The growth rate will slow to about 3 percent, after 
4 percent this year. The increase thus might correspond 
to the potential growth rate. Hence the degree of utiliza- 
tion of material capacities will remain consistently high. 


All-German National Budget with High Financing 
Deficits 


The public budgets in both West and East Germany are 
characterized by the fiscal consequences of the unifica- 
tion process. 


The development of public spending in West Germany is 
marked by the high transfer payments to the former 
GDR. These payments are financed from federal budget 
funds—above all through the three supplementary bud- 
gets—and from funds of the “German Unity” Fund. 
This year the Fund is to allocate DM22 billion, and 
DM27 billion will come from the supplementary bud- 
gets, thus a total of not quite DMSO billion. In the 
coming year, these payments will increase to a total of 
DM70 billion to DM75 billion. Over DM25 billion will 
have to be used to finance unemployment in East Ger- 
many, and DM10 billion will go as aid to the retirement 
insurance. DM35 billion will be allocated from the 
“German Unity” Fund. 


Overall, state spending in the old FRG will probably 
expand by 8 percent in the coming year, after almost 10 
percent this year. Without counting the payments to the 
new federal laender, there is an increase of 6 percent (1990: 
5 percent). The expenditures thus adjusted will grow in the 
two years somewhai more slowly than the nominal 
national product (7.5 percent and 6.5 percent), but still 
considerably faster than in past years. All important public 
spending positions, that is, public consumption expendi- 
tures, current transfer payments, and public investment 
spending, contribute to this stronger expansion. Particu- 
larly great has been the rise in social assistance payments 
in both years, because social assistance rates were raised 1» 
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mid-1990, and the number of entitled persons continues to 
grow. The increase in current transfer payments is also 
characterized by the adjustment of pensions to the general 
income development and the further increase in the 
number of retirees 



























































Pa from the Federal Budget and the 
Unity” Fund’, in billion DM 
1990 1991 
Health Insurance 3.0 — 
3. Supplementary Budget 3.0 
Pension Insurance $.2 99 
State Subsidy 23 6.2 
2. Supplementary Budget? 08 a 
3. Supplementary Budget 2.1 — 
Cover of Financial Gap a 3.7 
Unemployment Insurance $.6 26.7 
2. Supplementary Budget? 2.0 3.0 
3. Supplementary Budget $4 _ 
Unused BA [Bundesanstalt fuer Arbeit] Funds —18 _ 
Cover of Financial Gap — 23.7 
Central, Regional, and Local Authorities 35.7 35.8 
|. Supplementary Budget 5.0 0.8 
3. Supplementary Budget 8.7 _ 
“German Unity” Fund 22.0 35.0 
Total aos | 724, 











lEntered in the national accounts as transfer of property from West 
Germany to East Germany 
Initial financing 


In the area of subsidies, the higher oil price leads to an 
automatic easing of pressure in subsidy payments for 
coal mining. In the case of transfer payments to foreign 
countries, the obligations for the withdrawal of Soviet 
troops from the territory of the former GDR have a 
financial impact. 





The estimate of spending for public consumption is 
based on the assumption that the collective wage agree- 
ments for public service employees can be detached only 
conditionally from wage increases in other economic 
sectors, but that the number of new hiring will be held in 
narrow limits; on balance, personnel expenses will 
increase by at least 5 percent. However, current costs of 
materials will expand somewhat more strongly. 
Spending increases are above all due to the legal health 
insurance taking over [payment of] benefits for serious 
cases needing care, hile cuts in military procurement 
dampen the development. 


The increase in public investment spending will weaken, 
and there will hardly remain a plus in real accounts. 
Contrary to 1990, the structural aid program will no 
longer provide a thrust, and the high deficits will cause 
public investors to exercise prudent behavior. On the 
other hand, interest payments will jump, because with 
continued high capital market interest rates the rapid 
increase in new public debts will produce an effect. 
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State revenues in the former FRG territory will rise by 6 
percent in 1991, while in 1990 there was a revenue plus of 
only 3.5 percent due to the tax relief. The wage tax in the 
coming year will again develop its full progressive effect: 
While wages and salaries rise by a total of 6.5 percent, a 
plus of over 11 percent can be expected in wage tax 
revenues. The revenue elasticity results in a figure of 1.8; 
before the three-step reform it had been almost 2. Taxes 
based on profits will also expand more strongly than in the 
previous year, although the impact of the tax reform still 
has aftereffects due to the assessment lag. 


In proportion, indirect taxes will probably rise less. The 
increase in value-added tax revenues is dampened, on 
the one hand, by the slow-down in domestic demand in 
West Germany, and is strengthened, on the other hand, 
through increased deliveries to the new federal laender. 
However, part of the value-added taxes must be trans- 
ferred from the old to the new federal laender {in 1990 
and 1991, DM1.5 billion to DM2 billion, respectively). 
The amount accruing from sp __.al consumption taxes is 
linked to the development of volume and is rising only 
weakly. For social contributions, one can expect a sim- 
ilar increase to that in the current year (6.5 percent). 


The creation of federative structures in the former GDR 
is accompanied by a radical change in state tasks and 
distribution of competency. Personnel reductions in the 
public service sector will be trenchant, for, by compar- 
ison, Many more persons were employed there than in 
the West German administration. A number of the 
dismissed personnel will probably find jobs in the 
laender administrations newly to be established. The 
federal government, however, will take on only few 
personnel. For personnel of the public service sector no 
longer employed, transitional pay will be paid for six 
months in the amount of 70 percent of the last salary. 
During the first half of 1991, approximately half a 
million people will receive transitional pay. 


State investments in East Germany for the time being 
will lag far behind anticipated requirements. But an 
increase in these investments can be expected in the 
course of 1991, since the financial situation of commu- 
nities will clearly improve due to structural aid from the 
new laender and also from the federal government. 


State social benefits in East Germany have risen abruptly 
since the onset of the economic and monetary union, 
because the financing of unemployment and short-time 
work requires considerable funds. In 1991, expenditures 
of the East German unemployment insurance will rise to 
about DM30 billion (1990: DM10 billion). 


With the planned further raising of pensions, pension 
expenses will also continue to expand so that the East 
German pension insurance will again show a financing 
deficit (DM3.5 billion). All other social expenditures in 
East Germany will probably also increase greatly, because 
support benefits will be introduced which did not exist in 
the former GDR or which, up to now, had been provided 
by the state in the form of tangible benefits. 
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National East y' 
in DM 

2d Half 1991 

of 1990 
Taxes 17.0 46.5 
Direct Taxes 5.0 9.5 
Indirect Taxes 12.0 37.0 
Social Contributions 20.0 $5.0 
Income from Gainful Activity 0.0 0.0 
Other Current Transfers 40 7.5 
Property transfers Received from Outside 49.5 72.5 
Sources 
Revenues 90.5 181.5 
Public Expenditure 34.5 64.5 
Interest 40 10.0 
Current Transfers $7.0 100.0 
Enterprises 19.0 15.0 
Private Households 38.0 85.0 
Foreign Countries 0.0 0.0 
Property Transfers 1.5 4.5 
Net Investments 3.0 10.0 
Expenditures 100.0 189.5 
Budget Deficit - 95 - 75 











' Estimate by participating institutes, projected figures rounded off to 
0.0 and 0.5, respectively. 





Since | July, the value-added tax, special consumption 
taxes and—by the end of 1990 in a simplified proce- 
dure—wage taxes have been levied in the territory of the 
former GDR. Instead of a profits tax, enterprises pay 
over lump sums until the end of 1990. Otherwise than in 
West Germany, indirect taxes will form the most impor- 
tant pillar of the tax system for the foreseeable future. 
Taxes on income and property will not yield very much, 
due to the relatively high lump sums and tax allowances. 
All in all, a cash tax revenue of over DM40 billion 
(second half of 1990: DM17 billion) can be anticipated 
in 1991. 


The state sector (central, regional, and local authorities, 
and social insurance) in the definition of national 
accounts, taking both parts of Germany together, will 
show a deficit of about DM79 billion in 1990. In the 
coming year, the national deficit will amount to approx- 
imately DM90 billion. Within the state sector, the two 
German social insurance carriers will have a surplus of 
about DM20 billion. The deficit of West German cen- 
tral, regional, and local authorities—including the spe- 
cial “German Unity” Fund and other transfers to East 
Germany—will rise from DM77 billion to DM105 bil- 
hon. 
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In the financial-statistical definition—here loans and 
participations are classified as expenditures, while they 
are a part of savings in the national accounts—and 
including the “German Unity” Fund, a deficit of DM85 
billion is calculated for West German central, regional, 
and local authorities for 1990, and a deficit of approxi- 
mately DM115 billion for the year 1991. If one includes 
the public budgets in the territory of the former GDR— 
without the Trusteeship Agency—then the net credit 
requirement of the central, regional, and local authori- 
ties in the current year amounts to almost DM100 
billion, and to more than DM120 billion in the coming 
year. But since the West German social insurance feeds 
the capital market with its surpluses, the above- 
mentioned national deficit of DM90 billion, in the 
definition of national accounts, is relevant for the assess- 
ment of actual state pressure on the capital market in 
1991. 


In view of the unprecedented economic upheaval, all 
amounts mentioned here are with the proviso of a highly 
uncertain prognosis of economic and social develop- 
ments. 


An All-German Balance Sheet 


Economic development in Germany will weaken in the 
coming year. For West and East Germany together, 
growth of the real gross national product will amount to 
approximately 1.5 percent. But this growth rate for all of 
Germany is of little significance with respect to the 
tendencies which will show up in West Germany, on the 
one hand, and in East Germany, on the other. In West 
Germany, the economic impulses will clearly slow down, 
this, however, is covered up to a substantial degree by 
the thrust of demand created by expenditures in East 
Germany for West German consumer goods, and 
increasingly more capital goods. 


In East Germany, the economic downswing will con- 
tinue far into the year 1991. The real gross national 
product on average for the coming year will probably 
decline by another one-tenth, after it had shrunk by 
one-sixth during this year. This decline is not the result 
of weak demand, but of the structural adjustment pro- 
cess which the East German economy is undergoing. For 
the time being, this process means a continued drop in 
production for which there is no more demand. How- 
ever, new manufacturing and enterprises will increas- 
ingly be built up. Therefore, behind the continued great 
drop in the gross national product of East Germany in 
1991, there is concealed a decrease of overall economic 
production in the first half of the year, which will be 
followed by a perceptible increase. 
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Standard Figures of the Projection for the Federal Republic of Germany (altogether) 























West Germany East Germany Federal Republic of Germany 
1990 1991 1990 ‘99! 1990 1991 
Employed Workers! (1,000 persons) 25,360 25,860 8,420 6,500 33,780 32,360 
Unemployed (1.000 persons) 1,900 2,000 250 1,400 2.150 3,400 
Short-Time Workers (1,000 persons) 60 80 830 1,750 890 1,830 
Financial Balance, National? (billion DM) $8.0 83.0 - 140 8.0 11.0 - 90.0 
Balance on Current Account (billion DM) 110.0 93.0 - $2.0 - 77.0 $8.0 16.0 























Employed within the country 
2Definition of nationa. accounts 


Sources: Projection for West Germany on the basis of data for 1989 by the Federal Office of Staustics. Projection by the participating instititutes for 
East Germany based on the results of an empirically supported mod; computation carried out by DIW for 1989. Projected figures rounded off 





In accordance with the different development of produc- 
tion in West and East Germany, there is also a disparity 
in developments on the labor market. The considerable 
decline in the number of employed by 1.5 million in all 
of Germany (1991 yearly average compared with 1990) 
results from an increase [in numbers] in West Cer- 
many—albeit with a weakened economic boom—and 
from the dramatic drop in East Germany due to the 
structural shrinking processes. The steep rise in the 
unemployment rate in all of Germany to almost 10 
percent in the 1991 yearly average (1990: 6 percent) can 
likewise be attributed almost completely to the loss of 
jobs in East Germany. However, while in the latter 
course of the year one can expect a perceptible improve- 
ment, the economic slow-down in West Germany will 
probably lead to an increase in unemployment. 


The decline in production and employment in East 
Germany, and the extensive expenditures for the sys- 
tems of social security as well as the urgent expansion of 
the infrastructure, are shaping the public budgets in East 
and West Germany this year already; they will all show 
considerable deficits. All together, the financial deficit in 
1991 will probably amount to approximately 3 percent 
of the gross national product. 


Building up the economy in East Germany will for a long 
time require a net influx of real resources; the greatest 
part of the resources will probably have to be procured in 
West Germany. This process has already gotten strongly 
underway in the current year. While actual exports from 
East Germany will increase relatively little in 1991, 
imports will probably expand by one-fifth; purchases 
from West Germany above all will rise considerably. In 
view of the highly utilized capacities there, additional 
deliveries probably cannot be supplied without extensive 
additional imports. Furthermore, the business weak- 
ening of demand from abroad for German goods will 
facilitate the resource transfer to East Germany. The 
increased actual absorption within Germany will be 
reflected in strongly rising imports in the current and the 
coming year. The surplus in the all-German current 
account will decrease considerably: In 1991, it will 
probably be only one-sixth of the peak position in 





1989. This development means for trading partners that 
the German economy will offer them considerable busi- 
ness impulses. 


Thoughts on Economic Policy 


The economic policy of the Federal Republic of Ger- 
many is confronted by the difficult task of stabilizing 
East Germany's economic situation as quickly as pos- 
sible and initiating a recovery process, as well as safe- 
guarding a continued upswing in West Germany. In 
addition, decisions of great significance for Europe will 
have to be made. 


Financial Policy 


At the center of the economic policy discussion siands 
the question of the amount and financing of the “costs of 
unity.” The expenditure for rehabilitating East German 
industry, which—spread over many years—will be pro- 
vided by private industry outside and inside East Ger- 
many, will not be taken into consideration. Those expen- 
ditures are made because investors expect profits. The 
strain on public budgets, which is what the “costs of 
unity” really means, concerns above all the initial 
financing for East German social insurance, covering the 
current deficits of East German central, regional, and 
local authorities, and the building up of the infrastruc- 
ture in East Germany. 


The fiscal costs are also distributed over several years 
and—in case of successful rehabilitation—will later lead 
to revenues which in part will flow back to the state in 
the form of taxes and social contributions. In view of the 
uncertainties in prognosticating the medium-term devel- 
opment of the East German economy, it cannot be 
estimated how rapidly and in what amounts state reve- 
nues will be created. 


In West Germany, state revenues have increased consid- 
erably, thanks to the strong demand of the East German 
population for West German goods and services. But 
they are far from adequate to cover the government's 
additional expenses for East Germany. The deficits in 
the public budgets of East Germany—and especially in 
unemployment insurance —the lion's share of them to be 
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made up by the West German side, are proving to be 
much higher this year and next year than originally 
anticipated. 


The total state deficit in both parts of Germany will 
amount respectively to 3 percent of the nominal gross 
national product in 1990 and 1991. Since the state sector 
in the FRG still registered a slight surplus in the previous 
year, this means a change in the deficit by 3.5 percentage 
points of the gross national product within two years. 
Such a deterioration in the public financing position 
occurred in the FRG only once in the past, namely in the 
1975 recession year. 


Assessment of present finance policy culminates in the 
question: Should taxes be raised in order to prevent such 
a big increase in the national deficit and the govern- 
ment’s putting stress on the capital market? We already 
dealt with this question in our spring report and came 
Out against tax increases. We continue to maintain that 
position, although there are indications of clearly higher 
state deficits in the current and the coming year. 


The great increase in the national financing deficit in the 
years 1990 and 1991 is accompanied by a great decrease 
in the foreign trade surplus of the Federal Republic of 
Germany. This decrease, and the ensuing tendency of 
improvement in current accounts of the trading partners, 
means that German net capital exports are lower. To 
finance German unity, a correspondingly larger share of 
the available world capital is being drawn upon. 


But it is important at what interest rates domestic and 
foreign investors are willing to hold German government 
securities, that 1s, how high the costs of financing are. In 
the last analysis, this depends on the assessment by 
capital markets of how the government uses the funds. 
The more funds borrowed from the credit market are 
used to persistently get the investment process in East 
Germany going and thus initiating consolidation of the 
public budgets, the lower will be the interest rate 
increase, for investors’ confidence in the finance policy 
course would be all the greater. 


An increase in the interest rate would dampen the business 
climate, but at the same time stimulate the availability of 
capital. Tax increases would also have a curbing economic 
effect, since they withdraw purchasing power froin private 
hands; on the other hand, they would relieve tie capital 
market. It must be taken into account that the withdrawal 
of purchasing power would become effective at a time 
when the distribution maneuverability is already reduced 
due to the deterioration of the terms of trade caused by 
higher oil prices. A further point is that, particularly when 
raising direct taxes, performance incentives are weakened. 
An increase in direct taxes raises the price level. If this 
affects the wage level, it could trigger a price-wage spiral 
which would dampen the economy even if the monetary 
policy remained unchanged. So, all in all, raising taxes is 
not at all an obvious way to finance the expenditures for 
German unity. 
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Borrowing and tax increases are not the only alterna- 
tives, however. Whenever additional expenditures 
appear inevitable, it should be examined whether expen- 
ditures somewhere else can be cut, i.e., whether there 
exists a savings potential. Savings possibilities result first 
of all where expenditures accrued as a consequence of 
partition. After elimination of the intra~German border, 
there 1s no longer any economic justification for the 
promotion of Berlin and the border area. The ‘ax privi- 
leges due to partition amount to DM12 billion annually. 


Furthermore, changed conditions in East Europe permit 
noticeable reductions in the defense budget, which at 
present has a volume of DMSS billion. According to plans 
by the federal government, Bundeswehr personnel are to 
be cut by one-fourth to 370,000 soldiers. Taking into 
account the position and wage structure, a savings poten- 
tial of DMS billion to DM6 billion results in the personnel 
area. Including cuts in material expenses, savings of over 
DM10 billion annually are possible in the defense budget. 


A thorough sifting of subsidies, including tax privileges, 
also offers further savings possibilities, as was already 
pointed out here as well as in the various structural 
reports of the research institutes. 


In the sum total, similar amounts to those mentioned in 
the discussion of tax increases can be achieved , that is, 
approximately DM20 billion to DM30 billion annually. 
Savings of this magnitude probably cannot yet be realized 
in the short term, however, because of contractual obliga- 
tions, among other things. But it would be important to 
develop a medium-term savings concept as soon as pos- 
sible, and to take a larger step in this direction as early as 
next year. That requires political strength. Expenditure 
cuts also have withdrawal effects and, as such, dampen the 
economy. But procurement of funds in the proposed 
manner is more growth-supportive because it improves the 
overall use of economic resources. It also holds true that 
with time, savings potentials will also result in the expen- 
ditures for East Germany, at least if the funds are not used 
primarily for consumption but to promote growth. 


The numerous subsidy programs for private investments 
in East Germany will certainly have negative side effects. 
Nonetheless the time-limited promotion of investments 
appears justified because the advantages of investment 
incentives outweigh the disadvantages of distortions of 
allocation. 


The experiences of the 1980's show that high national 
deficits, with appropriate restrictive budget management, 
can be cut back to size. However, one may have doubts 
whether this—at least to the same extent—can be applied 
to the 1990's. For one thing, at that time the economy was 
stimulated by foreign trade, the economic upswing 
reiweved the government of expenditures and contributed 
to revenue increases. For another, due to unification there 
are now high siructural demands on public budgets which 
make it seemingly difficult to pursue a similar financial 
policy course. 
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The 15 percent increase in pensions in East Germany, 
planned for | January 1991, will impose a further burden 
on the budget. Already with the monetary union, these 
pensions on the average were increased by almost 30 
percent. This development of old-age pensions in general 
is tied to the preceding wage development to let retirees 
participate in the general income development. Such a 
progression in pensions 1s also provided in the unity 
treaty, but no concrete timetable for pension adjustment 
iS Stipulated. It is not yet known at present how the 
contribution revenues of the pension insurance will 
develop. With the raise in pensions planned for | Jan- 
uary 1991, expenditures would increase in anticipation 
of later contribution payments, so that ultimately new 
deficits are accruing which would have to be covered out 
of the federal budget and, in view of the present budget 
situation, through additional government borrowing. 


Since the wage development—with which the pension 
increase 1S to keep pace—is not covered by a corre- 
sponding overall economic productivity, this also 
applies to a pension adjustment pegged to that. If, for 
political reasons, one were actually to bring incomes in 
East Germany closer to West German incomes much 
more rapidly than justified by the adjustment of produc- 
tivity, then this gap would have to be closed with 
constantly rising public transfers and—in the present 
budget situation—through additional government bor- 
rowing. With such a political strategy, tax increases 
would probably become inevitable in the long fun. 


Wage Policy 


In West Germany, wage negotiations in the coming year 
will take place under changed conditions. Productivity 
will increase less, and the terms of trade will be less 
favorable isecause of the oil price hike. In addition, 
competition in the labor market will intensify consider- 
ably due to integration of the two parts of Germany. 


Since the distribution leeway will be smaller than this 
year, collective wage agreements should also be lower. 
Should the tax increases—not recommended by us— 
materialize, it does not change [our] wage policy recom- 
mendation. Because here, also, a corresponding cut in 
real wages would have to be accepted, be it through 
higher prices due to an increase in indirect taxes, or be it 
through lower net wages due to raising income taxes. For 
the projection it has been assumed, however, that collec- 
tive wage agreements will be as high as this year. 


In East Germany, wages already rose before the economic 
and monetary union, in which wages were converted at 4 
rate of one to one and a levy system according to the West 
German model was introduced. After that, there were 
further wage increases in many sectors. Overall, already in 
1990 the standard wage level is probably about 20 percent 
higher than in the previous year. 


True, even a more cautious wage policy at the beginning 
of the economic and monetary union, as recommended 
here in the spring, could not have prevented a sag in 
production and an increase in unemployment. But the 


FBIS-WEL -90-249 
27 December 1990 


wage increases—excessive compared to the development 
of productivity—without a doubt have worsened the 
situation for the enterprises and have increased employ- 
ment problem; At the same time, wage differentiation— 
necessary fii: an incentive point of view—was not 
carned out. Rather, by raising basic wages and setting 
firm amounts of increases, the wage structure of the 
planned economy was further leveled off. An exception 
was higher management, largely taken over from the old 
system, which granted itself high salary increases. 


Most East German collective wage agreements are for 
short terms, so that new wage agreements will soon have 
to be negotiated. ii should be the foremost goal of the 
new round of wage negotiations in East Germany to 
hegin with wage differentiation according to vocational 
qual:fication as well as sectoral and regional earning 
power. Apart from that, at the beginning of the coming 
year the negotiating partners should not agree to further 
nominal wage increases. The life of the wage agreements 
should be at least one year in order to offer investors a 
reliable basis for calculation. 


If the decoupling of wages and productivity continues, 
even more work places will become unprofitable and 
unemployment will increase still further. The pressure of 
migration, which is to be stemmed through high wage 
increases, would rvimain high even then. Wage policy 
alone cannot care “he burden of the structural adjust- 
ment which East Germany is undergoing now, but one 
should prevent—not least of all in the interest of work- 
ers—the economic recovery process from being stymied 
as a result of an excessive wage policy. 


Privatization of State-Owned Property 


Only a few »-ecks after the onset of the monetary, 
economic, and social union of the FRG with the GDR on 
i July 1990, it became evident that delay in privatizing 
Staic-owned enterprises by the Trusteeship Agency can 
become a bottleneck for the restructuring of the 8,000 
enterprises. Up to now, adjustment of the enterprises has 
not proceeded at the pace necessary in view of the urgent 
problems in the labor market. The impression becomes 
stronger that the Trusteeship Agency is burdened with 
100 many tasks, and hence overtaxed. 


The decisive construction mistake of the Trusteeship 
Agency is the rehabilitation task which was again allo- 
cated to it in the unity treaty. According to that, the 
Trust Agency is to “...structure...the former state-owned 
enterprises...competitively...” It is evidently based on 
the opinion that a sale of the enterprises without prior 
rehabilitation would be equal to a “sell-out” of national 
property, since, for many enterprises, without rehabili- 
tation, only very low market prices could be obtained. 
This widely-held opinion is not justified. 


The bargain-sale argument assumes that rehabilitation 
with the help of a central state institution can be had for 
free. In fact, however, this kind of rehabilitation is very 
expensive. The costs for rehabilitation must then be 
deducted from the higher market price if one wants to 
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establish the net yield for the national budget. The state 
cannot change market prices at no cost, as already 
became clear in the debate on canceling the pre-DM 
debts of the enterprises. Actually there are many indica- 
tions that a central state rehabilitation of the enterprises 
is much more expensive than a decentralized privaic 
one, which would be undertaken after a quick sale. In 
addition, the comprehensive responsibility of the Trust. 
eeship Agency for the development of the enterprises 
leads to the overtaxing of its staff, while in the enter- 
prises themselves a wait-and-see attitude prevails and 
restructuring 1S not initiated. 

Therefore, it 1s absolutely necessary to free the Trustec- 
ship Agency of the task of rehabilitation. The Trustee- 
ship Agency should concentrate solely on the sale of 
enterprises, namely, privatization, as such. It should 
make the bidding process transparent and also exercise 
control over abuse. The principle of the privatization 
process must be to decentralize as many tasks as pus- 
sible. As a consequence, enterprises should be left to 
negotiate with potential investors, but the Trusteeship 
Agency must provide for a broad range of invitations to 
bid and must retain the final say in accepting the bid. 
Abuses in the course of the negotiation process could be 
prevented by staff members of the Trusteeship Agency, 
or persons mandated by the Trusteeship Agency, directly 
supervising every step of the negotiations. In addition, 
the Trusteeship Agency can consult independent experts 
(business consultants, business appraisers). 


Monetary Policy 


The monetary expansion in West Germany was quite 
moderate this year. This applies both to the monctary 
supply MI (Cash and sight deposits) and the monctary 
supply in the larger definition M3 (M1 plus time moncy 
deposits under four years, and savings deposits with legal 
withdrawal notice). The M3 moncy supply moved at the 
lower edge of the money supply goai of 4 to 6 percent. 
Both the discount and Lombard rates have remained 
unchanged for a year, correspondingly, the moncy 
market rate also remained almost stable. 


The capital market interest rate had already increased 
last year as a consequence of globally rising prices and 
the related international upward movement of interest 
rates, in February of this year it once more rose abruptly 
by one percentage point to a little over 9 percent. The 
financial markets evidently anticipated the additional 
private and public capital demand in connection with 
the integration and restructuring of the East German 
economy. After the capital market interest rate had 
remained largely stable in the ensuing inonths, it has 
again risen somewhat lately. In addition to the oi! price 
increase linked to the Gulf crisis, the expectation that the 
German budget deficit would turn out perceptibly higher 
than originally assumed may have contributed to this. 


With the inclusion of the new federal lacnder in the 
monetary and credit system of the FRG, the Bundesbank 1s 
faced with the question, whether it should also announce a 
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money supply goal for 1991. One can raise an objection to 
announcing 4 moncy supply goal because the cash man- 
agement practices of East German houscholds and enter- 
prises al present diverge strongly from those in West 
Germany, and the future liquidity preference is also 
unknown. A further argument against a potential-onented 
moncy supply goal is the fact that neither the present level 
nor future development of the production poten/:al in East 
Germany can be reliably estimated. 


Nevertheless we consider it proper that a moncy supply 
goal be set for 1991, also. There are some indications 
that, already next year, the liquidity tendency in East 
Germany will come closer to that in West Germany. The 
buildup of a modern monetary and credit system will 
make progress, the hold-ups in payment and loan trans- 
actions will soon be overcome. Savers will also realize 
more and more that, otherwise than in the former GDR, 
longer-term moncy investments bring a yield of return 
that makes it casier to forego liquidity. The risks of a 
faulty assessment of the East German production poten- 
tial are mitigated by the fact that the share of the East 
German economy in the overall German economy is no 
more than 10 percent. 


So, basically, criteria similar to those in previous years 
apply to arriving at the moncy supply goal. One can 
probably assess 2.5 to 3 percent for the overall German 
growth potential. This takes into account that next year 
there will be a further decline in production capacities in 
East Germany, although less intensive than in 1990. We 
estimate the inevitable price increase at 2 percent. An 
additional amount of half a percentage point would have 
to be assumed for the trend of an increase in the cash 
management rate (money supply M3 in percent of the 
nominal gross national product). Therefore, the present 
goal of a band between 4 and 6 percent can be maintained. 
Such a band would leave room for a clear acceleration of 
monetary expansion even if the preference for liquidity in 
East Germany were not to drop, as was assumed here. 


The Bundesbar < should continue the course of a steady, 
potential-oriented monetary policy even if the price 
increase, due to higher oi! prices or because of a raise in 
indirect taxes, were to accelerate more strongly than 
assumed in the present projection. Both points per se are 
not an expression of a lasting acceleration of inflation: If 
the value-added tax were raised, 11 would mean a one-time 
jump of the price level by which the government aims for 
a withdrawal of purchasing power. In the case of a price 
increase of the production factor of oil, it is a nse of a 
relative price caused by shortage which also restricts the 
purchasing power of households and enterprises. Were the 
Bundesbank to take such a conditional acceleration of 
price increases as a reason for a resinctive monetary 
policy, it would increase the danger of weakening the 
economy, because the adjustment pressure on industry 
would be intensified unnecessarily. Similarly, a stronger 
increase in o1! prices and a raise of the value-added tax also 
would not justify a soft monetary policy, that would 
endanger the stability of the monetary value even in the 
medium term. 
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European Monetary Union 

For many who want to advance European union, the 
implementation of the German currency union is 4 
reason for urging a quicker implementation of the Euro- 
pean Monetary Union. According to a proposal by the 
EC Commission, the second step on the road to a 
European Monetary Union, set by the Delors plan, is to 
be taken as carly as the beginning of 1993: During this 
phase. other things a European Central Bank 
System (ECS) is to be established and a “learning 
process” 1s to be imitiated which “leads to collective 
decisions while the ultimate responsibility for political 
decisions during this phase would remain with the 
national authorities.” Only in the “end phase” would it 
come to an “irrevocable fixing of the exchange rates,” a 
“uniform monetary policy,” and ultimately the replace- 
ment of national currencies by a unified currency. 


Particularly if one takes seriously the goal of a European 
currency umion with an independent European Central 
Bank—as provided in the Delors plan—one will have to 
ask oneself whether the second phase of the Delors plan 
18 expedient. For there are many indications that the 
“learning process” would be much more efficient if the 
national central banks were given even now those tasks 
and competencies which an ECBS would have to 
assume, and were to be obligated by the legislatures to 
maintain the stability of the value of money. Meeting 
this task requires that the central banks: 


—be independent of political directives, 


—do not finance deficits either directly or indirectly, for 
instance through liquidity easements for banks. 


On this basis a European Central Bank System could be 
set up which would comply with the goal of the Delors 


plan. 


In the first approach to implementing the European Mon- 
etary Union, often many legal provisions are demanded 
for limiting national deficits or national indebtedness. 
Under the aforementioned preconditions, there is no need 
for such provisions for reasons of stability in a European 
Monetary Union. For an unstable budget policy of a 
country would fail sooner or later because additional 
debentures could be placed on the capital markets only 
with great difficulties and at higher interest rates. 


When, time and again, legal regulations to limit national 
deficits are demanded in connection with the introduc- 
tion of the European Monctary Union, this naturally is 
also based on the fear that the aforementioned condi- 
tions for a stable central bank policy will not always be 
fulfilled, or only inadequately so. In that case, institu- 
tional restrictions for national indebtedness are indeed 
conceivable so that the central banks are not overtaxed 


in implementing their policy of stability. 


In addition to these considerations of stability policy, 
there are further arguments in favor of an institutional 
barrier against excessive national indebtedness. Massive 
demands by a state, or a group of states, on the European 
capital market would drive up interest rate levels in all of 
the Community and thus weaken the inclination to 
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invest. It must be made clear that individual countries 
which get into trouble because of unreliable budget 
management will not be helped. Bul, even with such a 
declaration of intent, it cannot be ruled out that ulti- 
mately the Community will see itself forced to make 
funds available from the EC budget. This would result in 
redirecting capital flows within the Community from 
productive channels into economically unproductive 
ones. But ultimately 1 will probably depend on the 
political will whether budgetary rules can prevent gov- 
ernments from exceeding the established rules of indebt- 
edness, particularly since the rules would have to be 
made relative in many regards in order to take into 
account different circumstances. 


* 1990-91 Projections 
91EGOO79B Berlin WOCHENBERICHT-DIW- 
in German 25 Oct 9C pp 632-635 


[Addendum to Fall 1990 report on the German economy] 
[Text] 


On Computing an Overall Assessment for the Federal 
Republic of Germany 


With the unification of Germany it 1s more necessary 
than ever to have comparable figures available in order 
to observe the development of the productive capacity in 
the new federal lacnder, and to assess the economic 
position of the Federal Republic of Germany including 
the new federal lacnder. A national account 1s an appro- 
priate data base for that. 


Past national account concepts (in East Germany the 
MPS [expansion unknown] system, in West Germany 
the SNA [System of National Accounts]) were as dif- 
ferent as the social and economic systems. The national 
account figures computed so far in the two German 
States are not even proximately comparable. 


The Federal Office of Statistics, in cooperation with 
corresponding East German authorities, 1s trying to 
redress this deficiency.’ But some time will go by before 
this [material] can be published—and initially 1 will be 
only an assessment of the origin and use of the gross 
national product. 


So the DIW has attempted—in an empincally supported 
model computation—to develop a system of national 
accounts which comes close to the conditions in West 
Germany. With this system an estimate of the gross 
national product and its components for 1989 in the 
former GDR was undertaken. The institutes are aware of 
the many objections to which these estimates are exposed, 
as well as the projection they have made for East Germany. 
Nevertheless they are of the opinion that they cannot shirk 
the task of presenting a consistent system of analysis and 
projection for the overall economy. 


The computations for 1990 include the data published so 
far by the GDR Statistical Office on production, turn- 
over, income, employment, etc. 
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FOOTNOTES —— Working Source Materials Data on Federal 
istics}. Publisher: Federal Office of Statistics, Wies- 

baden, |! . 


1. Compare: Zur Sozialproduktsberechnung der Deut- 2. See: “Zur Methode der Berechnung der Volk- 
schen Demokratischen Republik (On Computing the , Gesam fuer die DDR” [On 
National Product of the GDR}; No 12 of the Series, the Method of Computing the GDR National Accounts}. 
Ausgewachite Arbeitsunteriagen zur Bundesstatistik = In: WOCHENBERICHT-DIW, No 26/90, pp. 342-343. 

































































































































































The Mow ingen a3 Naga Accom 
1990 and 1991 
West Germany East Germany Federal Republic of 
Germany 

1990 | = 199% 1990 | 1991 1990 | 1991 
1. Ongin of the National Product at Respective Prices 
&) Change in percent compared to previous year 
Employed Persons 25 1s 95 - 19.5 - 05 -35 
Hours per Employed Person -is - 05 - $5 - 95 - 30 -30 
Work Volume (per calendar month) 10 10 - 45 - 27.5 -35 - 60 
Productivity | 65 $5 15 26.5 as 120 
Gross Domestic Product at Respective Proes 75 65 - 160 - 80 5.0 5.5 
b) 1,000 persons 
Number of employed 28,320 28.800 8,720 7,000 37,090 35,800 
Unemployed 1,900 2,000 250 1,400 2.1590 3,400 
Unemployment Rate (in percent)? 70 70 30 175 60 95 
Shon-Time Workers 60 80 830 1,750 890 1,830 
Commuter Balance i$ 280 - 120 - 380 - 105 - 100 
c) Changes compared to previous year, in 1,000 persons 
Resettlers (able to work) | 20 | so | .20 | -# | oOo | Oo 
2. Use of national product at respective prices 
a) bilhon DM — 
Private Consumption 1,295.0 1,379.5 171.0 1770 1,466.5 1,556.5 
National Expenditure 4430 466.5 69.5 64.5 $12.0 $31.0 
Investment in Fixed Assets $17.5 $71.5 63.0 75.5 $80.5 646.5 
Equipment 236.0 259.0 35.0 405 271.0 299.5 
Buildings 281.5 312.5 28.5 45 309.5 347.0 
Changes in Stock 24.0 25.5 - 90 -95 15.0 16.0 
External Contnbution 148.5 138.5 - $1.0 - 75.0 97.5 63.0 
Exports 864.5 ona § $6.5 62.5 839.0 907.5 
Imports 716.0 826.0 107.5 137.5 742.0 8440 
Gross National Product 2,428.0 2,581.0 243.5 232.0 2,672.0 2,812.5 
For Your Information 
Domestic Demand 2,279.5 2,442.5 295.0 3070 2,574.5 2,749.5 
Balance on Current Account (VGR {national accounts}) 109.5 93.0 - Sis - %.* $8.0 16.5 
b) Changes in Percent Compared to Previous Year 
Private Consumption 70 65 ih) a5 70 6.0 
Public Expenditure $.5 $5 30 - 70 $5 e) 
Investment im Fixed Assets 13.0 10.5 75 19.0 10.5 1s 
Equipment 13.5 9.5 - £0 16.0 10.5 10.5 
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Federal of 
The we - Accounts 
for 1990 and 1991 
ic 
West Germary East Germany Federal Republic of 
Germany 
- 1990 1991 1990 1991 1990 199! 
Buildings 120 11.0 - 65 22.0 100 120 
Exports 10.0 11.5 20 10.5 25 80 
Imports 11.0 15.5 $5.5 28.0 80 140 
Gross Natrona! Product 75 6.5 145 - $0 $0 $.5 
For Your Information: 
Domestic Demand 75 70 1.5 40 65 70 
3. Ongn and Disiribution of Income 
a) dillon DM 
Gross Income from Dependent Work 1,260.5 1,339.5 141.5 143.0 1,402.0 1,482.5 
Gross Wage and Salary Total 1018.5 1,085.0 122.0 122.0 1,140.5 1,207.0 
Net Wage and Salary Total 6945 732.5 101.0 97.5 795.5 830.0 
Gross Income from Entrepreneunal Activity and Property 620.5 656.5 $2.5 24.5 6730 681.0 
Net Income from Entrepreneurial Activity and Property $36.5 $69.5 95 95 $76.0 $79.0 
Withdrawn Profits and Income from Property? 439.0 4615 19.0 95 458.5 471.0 
Retained Profits 97.0 108 6 20.5 0.0 117. 108.0 
National Income 1,881.5 1996.0 193.5 167.5 2,075.0 2,163.5 
Depreciations 297.0 323.5 390 420 336.0 465.5 
Indirect Taxes Less Subsidies 249.5 261.5 11.5 230 261.0 2840 
Gross National Product 2,428.0 2,581.0 2435 232.0 2,672.0 2812.5 
b) Changes im Percent Compared to Previous Year 
Gross Income from Dependent Work 70 6.5 1.5 10 65 5.5 
Gross Wage and Salary Total 1s 65 i$ 00 70 60 
Net Wage and Salary Total 10.5 $.5 5 -~ 35 95 45 
For Your Information: 
Gross Wage and Salary Income per Employee 5.0 5.5 12.5 245 80 10.5 
Net Wage and Salary Income per Employee 85 45 145 20.9 11.0 90 
Gross Income from Entrepreneunal Activity and Property 80 5.5 - M0 - $3.5 40 10 
Net Income from Entrepreneunal Activity anu Property 10.5 6.0 - 7S - 73.5 $0 0.5 
Withdrawn Profits and Property Income! 10 $0 45 - 49.0 as 10 
National Income 5 60 ~ 0s - 135 5.5 45 
Depreciations 75 90 45 75 70 90 
Indirect Taxes Less Subsidies 75 45 - O05 90 
Gross National Product 7.3 6.5 - 45 - $0 $0 5.5 
4 Income and income use of private houscholds 
a) bilhon DM 
Net Wage and Salary Total 6945 732.5 1010 97.5 795.5 800 
Withdrawn Profits and Property Income! 471.0 $01.5 6.0 19.5 496.5 $21.0 





Current Transfers Received 





Current Transfers Rendered? 





Available income 





Private Consumption 
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1990 1991 1990 1991 1990 1991 
Savings 200.5 200.5 00 130 197.5 2130 
Savings mm Percent of Avaslable Income (savings ratro) i135 12.5 00 65 120 120 
b) Change im Percent Compared to Previous Year 
Net Wage and Salary Total 10.5 $5 a5 -35 es as 
Withdrawn Profits aad Property Income? 70 65 - 295 m5 40 $0 
Current Transfers Received* $s $0 175 $85 70 11.0 
Available Income £0 $$ 00 10S 70 60 
Prvate Consumption 70 65 75 5 7A 60 
Savings 16.0 00 7 £0 
$ Public Revenues and Expenditures® 
a) billion DM 
Revenues — 
Taxes S68 0 07.0 000 “65 608 5 6535 
Social Contnbutions 408 0 aus ars $5.0 495.5 486.5 
Income from Gainful Activity us 32.0 00 00 12.0 12.0 
Other Current Transfers 245 255 7 «| 73 32.0 13.0 
Property Transfers Received | 4s s as |) 72S $7.0 80 0 
Total Revenues 10395 | 11035 1445 nis 11840 | 1.2850 
Expenditures 
State Consumption 4430 466 5 698 645 $12.0 $11.0 
Interest 635 720 70 100 70.5 82.0 
Current Transfers 470.0 aves 5.5 100.0 $450 600 0 
1o Private Households 380.5 401.5 $2.2 aso 433.0 ane5 
to Enterpnses $1.0 $2.5 230 15.0 40 675 
to Foreygn Countnes 0 ass 00 00 0 ass 
Property Transfers Rendered a5 105.5 10 4s 45 110.0 
Net Investments 400 42s as 100 43s 25 
Total Expenditures 10975 | 1.1860 158.0 1895 1.2555 | 1.3785 
Finance balance - $75 825 19s 78 15 - 5 
b) Change in Percent Compared to Previous Year 
Revenues 
Taxes is 10 9s iS. os 1s 
Social Contnbutrons 6s 60 11.0 160 70 70 
Income from Garnful Activity 40 10 10 10 
Other current transfers 0s 40 . 420 2s ms 40 
Property Transfers Received 14s 00 661.0 00 
Total revenues as 60 ans 255 70 as 
Fapenditures - 
State Consumption $5 $5 40 10 $5 Ta 
Interest $0 ins 70.5 430 90 165 
Current Transfers 40 65 10 130 100 100 
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Federal Repubtc of 
Germany 
1990 1991 1990 1991 1990 1991 
to Prvate Households $0 $5 MLS 630 5.5 12.5 
to Emerpries 30 30 4330 - 380 37.5 - 90 
to Foreygn Countnes - 49 195 -35 200 
Property Transfers Rendered 152.0 295 161.5 wo 
Net Investments a5 65 10 203.0 £0 21.5 
Total expendnures o5 80 33.5 195 12.5 %5 
6 Funds of Emerprses 
8) bilhon 
External Funds $9.0 760 - 00 100 490 65 
Private Households 1740 173.5 20 140 176.0 189.5 
Sure - $75 - 825 ~ 135 -~75 -~ 75 - 95 
Onher Sources - $70 - 65 1.5 40 - $3.5 - 130 
(ren funds 4255 460 § $5.5 5 4610 4995 
Depreciations 2805 ws s 330 %0 135 MLS 
Property Transfers 480 “5 1.5 35 300 $0.5 
Retained profits 970 108.0 20.5 00 117.5 1080 
Gross investments anas $4.5 455 495 $30.0 $86 0 
Investments in Fined Assets 460.5 S110 0 $90 $15.0 $70.0 
Inventory (Changes 20 25.5 90 95 15.0 16.0 
Own Funds in Percent of Gross Investments (self financing rate) a80 86.0 122.0 75 5 85.5 
b) Change in billion DM compared to previous year 
External Funds 70 170 ~s 200 ~45 70 
Prvate Households 25.0 15 - 005 120 15.0 135 
Sure - 630 - 230 40 60 - 90 - 190 
(mher Sources 450 a5 - 35 20 5 425 
Own Funds 425 15.0 10 60 | 383 19.0 
Depreciationt 190 5 is 2s 21.0 20 
Property Transfers 15 -is is 20 40 05 
Reiained Profits 22.0 10.5 - 005 - 05 120 - 100 
Gross Investments 495 $20 - 190 40 no $60 
Investments in Fined Assets $30 90.5 -~ 35 $0 aos $3.0 
Inventory (hanges - $0 is 15 05 as 10 
| Gross domestx product st respective prices per working howr —_ 
{Based on the sum of employed and unemployed persons 
After emterest on consumer and publ debts respectively 
“Social benefits afer deducting tan On pensions state payments for receprents of social benefits and ther own contributions. early retirement 
and transfers to Organizations 


lanes voluntary social insurance contributions of the self employed housewives ei restitutions and other current transfers to 
CC.Sact capiseal end toud eoteecsion Govapunn Resveery Prapeumn, Gquatiasion of Sontens Pend, ond soci & 
regonal and toca! suthonties European Recovery Equalization of Burdens Fund and social insurance 


ange comnts fw 800 03, epee 
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Mitsotakis Comments on Economy, Turkey, Cyprus 


AU2612230190 Hamburg DIE WELT 
(Supplement on Greece) in German 20 Dec 90 p 1 


{Interview with Premier Konstantin Mitsotakis by Evan- 
gelos Antonaros; place and date not given: “Less State Is 
Our Priority™] 


[Text] The consolidation of the state finances is the main 
task of the new Greek Government. With the help fo the 
EC, implementation of an ambitious investment pro- 
gram is planned. 


[Antonaros] From the very beginning your government, 
which came to office only in April, has made the consol- 
idation of the economy its major task. What are the main 
problems that you are facing? 


[Mitsotakis] The major problem of our economy is the 
high inflation rate. This is why we are trying to get the 
soaring prices under control and reduce inflation to 
under 10 percent within two years, that is to say, by the 
end of 1992. To achieve this objective we must first of all 
reduce the horrendous deficits in the state sector. It is 
our objective to reduce the so-called primary deficit to 
zero within two years. To attain this objective we must 
make decisive and comprehensive cuts in the state 
sector, which is responsible for a major part of the 
deficit. The guidelines for our economic policy, which 
are a realistic reflection not only of our intentions but 
also of our potential, are included in the 1991 annua! 
budget that we just submitted to parliament. In short: 
Our priority 1s less state. 


[Antonaros] Nevertheless, Greece will probably not be 
able to master its economic problems all by itself. Is it 
true that your government is trying to obtain major 
economic support from the EC? 


[Mitsotakis}] The fact is that we are interested in a loan 
from the EC purse. On the one hand we need it to bridge 
our foreign currency shortage. On the other hand, this 
loan is intended to cover our share in important infra- 
structure projects, parts of which are funded by the EC. 
We will undertake obligations on our own that regulate 
the modalities of the use of the loan so it can be ruled out 
from the very beginning that this money is used for 
consumption. Under no circumstances do we want to 
repeat the policy of our socialist predecessors, who carry 
the major blame for our economic crisis. They spent 
foreign money not on investments, but rather, on con- 
sumer goods. 


[Antonaros] How high will this loan be? When will the 
negotiations be concluded? 


[Mitsotakis] The loan will be two to three billion ECU's 
{European Currency Units]. It is most likely that the 
final agreement will be reached by the end of January. As 
early as at the Dublin summit, the heads of government 
gave the EC Commission a fundamental mandate to go 
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ahead with this loan. The state minister in our Eco- 
nomics Ministry, Efthymios Christodoulou, is currently 
holding talks with the Commission and the other eleven 
economic ministers. 


[Antonaros] Will Greece commit itself to applying a 
specific program for the consolidation of its economy? 


[Mitsotakis] Our government has presented the 1991 
budget, which is binding, and we guarantee that we will 
strictly adhere to it. Moreover, we have discussed a 
three-year program with the EC for the consolidation 
and reconstruction of our economy. We had only just 
come to office when we presented the EC with a frank 
report on the true situation of the Greek economy and 
proposed that we apply an economic policy whose details 
were also discussed with the EC. In addition, we are 
ready to take all measures that might be necessary in the 
course of the consolidation process. On the other hand, 
for us, a country in which democracy works perfectly 
well, it is simply impossible to ignore the social conse- 
quences of economic policy. This is why we must not 
overstep the borders of social burdens for our popula- 
tion. After all, this would have most unpleasant conse- 
quences. 


[Antonaros] You have only a two-vote majority in Par- 
liament. Do you think that a comfortable majority would 
provide you with wider room to maneuver in your 
decisions? 


{Mitsotakis}] This question is of no relevance. The polit- 
ical situation in Greece is absolutely stable. Our govern- 
ment is possibly more stable than any other government 
of the past decades, and it will certainly remain in office 
for the next four years. What is more important is that 
our ability to govern is not challenged. The major 
opposition party, that is to say PASOK, has stated that 
for the time being it cannot provide any alternative 
proposal. It will be able to do so only at a later date. This 
means that our problem is actually that right now there is 


no proper Opposition. 


[Antonaros] Some of the economic measures that have 
already been announced have cause dissatisfaction, mas- 
sive protest rallies, and numerous strikes. How will this 
go on? 


[Mitsotakis] I see it differently: Our policy is accepted by 
rather broad sectors of the public. This is not the least of 
the reasons there have only been occasional strikes. 
Typically, the new strike law, which is fair and mild, has 
not caused any social unrest. It is my conviction that in 
this sphere our policy is supported by the great majority 
of Greeks, who are obviously not ready to share the 
extreme views of the opposition parties and of the trade 
union leadership. 


[Antonaros]} You spoke of less state; the reduction of the 
state sector is an explicit objective of your government. 
Nevertheless, privatization is making only slow progress. 
What is the reason for it? Is it due to the torrent of 
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complaints which the former owners have brought 
against the nationalized firms before their planned 
return to private hands? 


[Mitsotakis] This is a problem of only secondary impor- 
tance. The situation is more complex. The country needs 
political stability, social peace, and an overall feeling of 
security. Political stability has been achieved, one of the 
reasons for which has been the adoption of the new 
election law that provides a party winning 44 percent of 
the total vote—considerably less than our share in ti. 
last poll—with the opportunity to establish a strong 
government. Moreover, a couple of days ago we adopted 
an antiterrorism law that demonstrates our readiness to 
fight this phenomenon with measures that are also 
applied in other EC countries. 


[Antonaros] This law was worked out at short notice 
after the “17 November” Il t-wing terrorist organization 
carried out an frustrated attempt on the life of one of the 
most prominent Greek politicians. What do you want to 
achieve with it? 


[Mitsotakis] We want to give the people a feeling of 
security. We will need about another year to achieve this. 
This will also have a positive effect on the investment 
climate. Apart from this, we are tackling at a rapid pace 
the so-called major projects in the infrastructure sphere, 
which the state will handle for the time being and which 
will be cofinanced by the EC ur first priority is the 
modernization of the outdated telecommunications 
system in our country, which—I am absolutely sure— 
will be concluded within two or three years at the latest. 
In addition, we have also begun the construction of the 
Athens subway, of a new airport for the capital, and of a 
bridge linking the Peloponnesus to the mainland. We 
also want to solve the traffic problem in Athens, while 
the introduction of a new environment policy is also on 
our agenda. In short, we have an ambitious investment 
program, which was compleicly neglected under the 
Socialists and which will also permit us to conclude the 
loan agreement with the EC. 


[Antonaros] Still, privatization is not making any 
progress. Not a single state-owned company has so far 
been returned to the private sector. Why? 


[Mitsotakis] It is true that privatization is facing unusual 
difficulties which have been caused by the system the 
Socialists applied, as well as by the psychological attitude 
that this caused among our citizens. This phenomenon 
somchow—although this is not entirely true—reminds 
one of the problems with which the countries of the 
former East Bloc have to struggle. The citizens consider 
the state to be their employer. The rethinking process 
requires time and no steps must be precipitate, which is 
why there have not been any concrete cases of privati- 
zation to date. Yet this 1s going to change soon. Privati- 
zation must be carried out rapidly. 


[Antonaros] Despite the fact that this might result in 
social dissatisfaction and have other social conse- 
quences, such as major unemployment? 
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[Mitsotakis] In my opinion the social costs will not be 
particularly high. Of course there will be an increase in 
the number of unemployed. Yet for those employees who 
lose their jobs with the so-called “problematic,” that is to 
say, the highly indebted state enterprises that are going 
to be privatized, we have created particularly favorable 
regulations concerning severance pay and uncmploy- 
ment benefits. 


[Antonaros] 1992 is the decisive date for the Commu- 
nity. By that time Greece will have to have restored its 
economy. So your country will probably have a hard 
time adjusting to the EC. Will your government ask for 
exceptions? 


[Mitsotakis] We are resolved to pursue the road in the 
direction of political and economic union together with 
the other EC members. The political union does not 
create any problems for us. We are basically in favor of 
monetary union. There is not yet an exact time schedule. 
It may be that we will make use of existing arrangements 
that grant the economically weaker and less well pre- 
pared EC members different transition periods. We 
assume that the solidarity principle will be applied 
within the Community because a similar position has 
often also been practiced toward countries outside the 
EC bordc rs. We expect the EC to show understanding for 
a country like Greece, which is lagging behind owing to 
an cight-year government adventure, but has an eco- 
nomic structure that is basically sound and has consid- 
erable development opportunitics. 


[Antonaros] Greece is the only country that is onented 
toward the West in the Balkans, which are currently not 
only undergoing a process of political onentaiion but 
must also cope with major economic problems. You 
spoke about a “possible disaster” recently. How do you 
view the situation? 


[Mitsotakis] I referred primarily to the emigration and 
refugee problems, which are immense and are connected 
with the poor economic situation. We think that the 
Community should agree on a single immigration policy. 
We have a special interest in such a policy because we 
have borders with particularly problematic countries, 
and meanwhile, thousands of refugees are even coming 
to us from distant countries like Poland. Therefore, we 
think that the ECs immigration policy must be very 
circumspect and wise. 


[Antonaros}] Greece has had problems of a different 
nature with one of its neighbors—Turkey. A meeting 
took place between President Ozal and yourself. Will the 
dialogue be continued? On what conditions? 


[Mitsotakis] Basically, we favor dialogue with Turkey 
and do not quarrel with it unnecessarily. We are fully 
aware of the role Turkey is now playing because of the 
situation. We also welcome Turkey's pro-European ori- 
entation, which, «s also advantageous for us. We cannot, 
however, under any circumstances ignore or even forget 
the Cyprus problem. The efforts that the United Nations 
Organization has made so far to resolve the Cyprus issue 
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have failed because of Turkey's inflexible attitude. The 
fact that there is no settlement on Cyprus has compli- 
cated the Greek-Turkish dialogue, which cannot lead to 
a settlement of the other problems uniess progress is 
made on the Cyprus issue. 


[Antonaros] Foreign Minister Samaras said recently that 
a gesture from Ankara regarding Cyprus would not only 
push the dialogue, but would possibly also make it easier 
for Greece to give up its objections to the release of the 
EC’s Fourth Financial Protocol for Turkey. What kind of 
gesture could that be? 


{Mitsotakis] That is indeed correct. Such a gesture could 
pave the way for Turkey to normalize its relations with 
the EC. Such a gesture could also be the release of the city 
of Famagusta in Cyprus, which is occupied by the 
Turkish Army. 


[Antonaros}] By recently adopting a resolution, the 
Cyprus parliament urgently recommended to the govern- 
ment in Nicosia that in the case of a Middle East 
conference the Cyprus issue should also be discussed. 
What do you think about that? 


[| Mitsotakis] | do not know that the Cyprus government 
will ultimately make a decision in this connection. Such 
a decision has not yet been made by the Cyprus Govern- 
ment. As for our government, I personally would very 
much welcome a discussion of the Cyprus issue within 
the framework of a Middle East conference. We should 
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use the opportunity and should suggest and push through 
the inclusion of the Cyprus issue in the agenda of such a 
conference. 


Molotov Cocktail Damages Bank in Zografos 


NC2512212590 Athens Domestic Service in Greek 
1930 GMT 25 Dec 90 


[Text] Unidentified persons threw a Molotov cocktail at 
the Ionian Bank branch on 2 Parapisos Street in 
Zografos [Athens suburb] at 0230 today, breaking win- 
dows at the bank. A fire also broke out, but it was 
extinguished by the fire department before it could 
spread to the interior of the bank. 


107 Albanian ‘Fugitives’ Enter in 48 Hours 


NC2412140390 Athens Domestic Service in Greek 
1230 GMT 24 Dec 90 


[Text] During the last 48 hours 107 Albanian fugitives 
have entered our country through the Greek-Albanian 
border in the areas of Filiaton, Thesprotia, and Dhelvi- 
nakion, loannina. Yeoryios Kirousis, our correspondent 
in loannina, reports that 70 of the 107 fugitives are 
North Ipirotes and the other 37 are Albanians. Last week 
265 fugitives entered Greece through the Ipiros area, 90 
of whom were Albanians and the other 175 North 
Ipirotes. 
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ANAP Offficial on Mobile Forces, Blank Decrees 


TA2612202090 Ankara TRT Television Network 
in Turkish 1800 GMT 26 Dec 90 


[Text] Galip Demirel, deputy leader of the Motherland 
Party [ANAP] and a deputy from Malatya, has said that 
instead of acting with more sensitivity at a time when 
Turkey is going through a sensitive period because of the 
Gulf crisis, certain circles are trying to place Turkey in a 
difficult position. 


At a news conference in Ankara, Demirel pointed out 
that in recent days, certain circles have been making 
emotional and provocative remarks such as: Why do we 
need the NATO mobile forces? Can we not defend our 
own homeland? 


Demirel responded by saying: We are a NATO member. 
After the Gulf crisis began, NATO officials have repeat- 
edly said that Turkey is NATO’s most loyal ally. Today 
we are saying to NATO: If there is an attack against us, 
please come and we will defend our country under 
NATO's umbreila. 


This means, Demirel said, that NATO is symbolically 
bringing weapons to Turkey. We want to know who are 
our friends and who are our enemies. Can we really trust 
NATO or not? The occasion to prove it has emerged 
today and we are making use of this occasion. 


The Motherland Party official also commented on the 
reports that the president is filling in blank decrees 
previously signed by ministers [in connection with the 
mobile forces]. He said that the practice of signing blank 
decrees was in use in previous governments as well. He 
said: This does not mean that the power is being exer- 
cised by someone else. The Council of Ministers is a unit. 
In certain very urgent matters, the Council of Ministers 
in a way gives permission to the prime minister to fill in 
and implement a decree that the ministers had previ- 
ously signed. After it is filled in, both the prime minister 
and the concerned minister informs the ministers of the 
contents of the decree. 


The Motherland Party deputy leader also said that the 
general strike decision by Turk-Is [Turkish Confedera- 
tion of Labor] is harmful to the democratic regime. 


Chief of Staff Declines Comment on Preparedness 


TA2612191390 Ankara ANATOLIA in English 
ISSS GMT 26 Dec 90 


[Text] Ankara (A.A.}—General Dogan Gures, the chief 
of the general staff, on Wednesday [26 December] 
declined to comment on reporters’ questions about mil- 
itary preparations in the wake of the Gulf crisis. 


Gures was paying a courtesy visit to Defense Minister 
Husnu Dogan who was recently appointed to the post. 
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Asked by reporters at the Defense Ministry if the Turkish 
Army was in full alert in connection with the crisis, 
Gures said the question was political and he was not 


going to respond. 


Asked if Turkey has made an agreement with the United 
States for the use of the NATO base of incirlik in 
southern Turkey by U.S. forces in a potential Gulf war, 
Gures said: “Such protocols are made by governments, 
not soldiers. Your addressee on such questions is the 
[Defense] Minister (Dogan).” 


Two Opposition Parties To Act Against Government 


142612184590 Ankara ANATOLIA in English 
1545 GMT 26 Dec 90 


[Text] Ankara (A.A.}—Turkey’s two main opposition 
parties in parliament agreed on Wednesday [26 
December] to act in unison against the [governing] 


power. 


Objecting to the ruling Motherland Party (ANAP) 
majority of 65 percent in parliament since the general 
elections in 1987—because it is supported only by 31 
percent of votes by a manipulation of the election law 
endorsed by the majority of ANAP before the elec- 
tions—the leaders of both the main opposition Social 
Democratic Populist Party (SHP) and right-wing oppo- 
sition True Path Party (DYP) met today to discuss ways 
of getting rid of what they call an “illegitimate” power. 


In a joint communique signed by SHP leader Erdal 
Inonu and DYP leader Suleyman Demirel it has been 
stated that the Turkish Grand National Assembly should 
“take a decision for general elections before the end of 
the current legisiative year in order to protect its prestige 
as well as the rights of the nation.” 


“We want to preserve our hope that the Grand National 
Assembly will be able to overcome the present bottle- 
neck,” the communique said. 


The communique added that in case the difficulties still 
are unsurpassed by that time, “the two parties will do 
their utmost to seek a democratic solution by forcing 
general elections, by measures including a collective 
withdrawal from parliament.” 


The latest severe criticism against the government comes 
from the opposition over the issue of summoning an 
allied mobile force consisting of 42 aircraft and around 
508 troops to Turkey against the !raqis, without the 
endorsement of the Council of Ministers and parliament. 


Opposition parties object to President Ozal’s single- 
handed policies which they claim are dragging Turkey 
into war with Iraq and deplore the government and 
parliamentary majority for allowing this. 
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Government Declares 3 January Strike Illegal 


TA2612203190 Ankara TRT Television Network 
in Turkish 1800 GMT 26 Dec 90 


[Excerpts] The government has announced that the deci- 
sion of Turk-Is [Turkish Confederation of Labor] and 
Hak-Is [Moral Workers Union] to stage a general strike 
on 3 January is against the Constitution and the law, and 
that legal action will be taken against all those who 
participate in this illegal act. The announcement says 
that the government hopes the workers will not partici- 
pate in this act, nor suffer as a result. [passage omitted] 


Asked if military or police measures are being consid- 
ered for the 3 January strike, Prime Minister Akbulut 
said: We will take legal measures, whatever they are. We 
will do what the law tells us to do. 


Meanwhile, Turk-Is leader Sevket Yilmaz has said that 
the government announcement declaring the 3 January 
strike illegal is an interference in the duties of the 
independent judiciary. Commenting on the government 
announcement, Yilmaz said that it 1s up to the indepen- 
dent judiciary to decide whether or not an act 1s legally a 
crime. Yilmaz said: Turk-Is is ready to account for its 
deeds to the judicial organs before the nation. 


Hak-Is leader Necati Celik issued a written statement 
saying that the 3 January strike is aimed at warning ‘he 
concerned authorities. We do not intend to commit a 
crime or carry out an illegal act, he said. 


TURKEY 9 


Close to 93,000 workers started a strike today. They are 
members of the Turkish Metal Workers Union affiliated 
with Turk-Is and the independent Steel Workers Union 
and the Automobile Industry Workers Union. The strike 
is being held in a total of 241 factories in various areas. 


[passage omitted] 


Economic Protocol Signed With Tatar ASSR 
7A2612205790 Ankara TRT Television Network 
in Turkish 1800 GMT 26 Dec 90 


[Text] A protocol has been signed in Ankara envisaging 
cooperation between Turkey and the Soviet Tatar 
Republic in the economic and commercial fields. The 
protocol was signed by Industry and Trade Munuister 
Sukru Yurur and Mukhammat Sabirov, chairman of the 
Tatar ASSR Council of Ministers. 


According to the protocol, the two countries agreed in 
principle that Turkey will buy 2 million tonnes of crude 
oil from the Tatar ASSR next year. Also, the two 
countries will cooperate in the export of Turkish indus- 
trial and consumer goods to the Tatar ASSR and other 
Soviet republics, in the automotive and manufacturing 
industries, in agriculture, in the establishment of tourist 
installations, and in the restoration of historic buildings. 


Sabirov was received by Prime Minister Akbulut this 
morning. Sukru Yurur, Culture Minister Namik Kemal 
Zeybek, and (Lisurenko), leader of the Russian Federa- 
tion [word indistinct] union, were also present. Zeybek 
said that an art festival of Turkish-speaking peoples will 
be held in June 1991, and that Turkey wants artists from 
the Tatar ASSR to take part as well. 
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